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Dear Sir 


Report of the Auditor-General on the financial statements and other legal and regulatory 
requirements of Nkandla Municipality for the year ended 30 June 2019 


1. The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA). 

2. In terms of section 121(3) of the MFMA you are required to include the audit report in the 
Municipality’s annual report to be tabled at your Council meeting. 

3. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report is 
not a public document and should therefore be treated as confidential. 

4. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements, annual performance report and 
other information are those documents that have been read and audited. Special care 
should be taken with the page references in your report, since an incorrect reference could 
have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the audit 
report at the end of the hard copy of the audit report should be scanned in when preparing 
to print the report. This signature, as well as the place and date of signing and the Auditor- 
General of South Africa’s logo, should appear at the end of the report, as in the hard copy 
that is provided to you. The official logo will be made available to you in electronic format. 
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5. Please notify the undersigned Senior Manager well in advance of the date on which the annual 
report containing this audit report will be tabled. 

6. You are kindly requested to draft and implement an action plan to address all matters in the 
attached management report and the audit report. 

7. Your co-operation to ensure that all these requirements are met would be much appreciated. 
6. Kindly acknowledge receipt of this letter. 


Yours sincerely 



Ntombifut 
Business 

Enquiries 
Telephone: 
Fax: 

Email: 


Mhlongo 

xecutive: KwaZulu-Natal 

Thamarin Mudely 
033 264 7421 
033 264 7596 
mudelyt@agsa .co.za 
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Report of the auditor-general to KwaZulu-Natal Provincial Legislature 
and council on Nkandla Municipality 


Report on the audit of the financial statements 


Opinion 

1. I have audited the financial statements of the Nkandla Municipality set out on pages ... to 
which comprise the statement of financial position as at 30 June 2019, the statement of financial 
performance, statement of changes in net assets, cash flow statement and the statement of 
comparison of budget information with actual information for the year then ended, as well as the 
notes to the financial statements, including a summary of significant accounting policies. 

2. In my opinion, the financial statements present fairly, in all material respects, the financial 
position of the Nkandla Municipality as at 30 June 2019, and its financial performance and cash 
flows for the year then ended in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division 
of Revenue Act of South Africa, 2018 (Act No. 1 of 2018) (Dora). 

Basis for opinion 

3. I conducted my audit in accordance with the International Standards on Auditing (ISAs). My 
responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of this auditor’s report. 

4. I am independent of the municipality in accordance with sections 290 and 291 of the International 
Ethics Standards Board for Accountants' Code of Ethics for Professional Accountants and, parts 
1 and 3 of the International Ethics Standards Board for Accountants’ International Code of Ethics 
for Professional Accountants (including International Independence Standards) (IESBA codes) 
as well as the ethical requirements that are relevant to my audit in South Africa. I have fulfilled 
my other ethical responsibilities in accordance with these requirements and the IESBA codes. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my audit opinion. 

Emphasis of matters 

6. I draw attention to the matters below. 

Material impairment - receivables from exchange and non-exchange transactions 

7. As disclosed in notes 6 and 7 to the financial statements, receivables from exchange and non¬ 
exchange transactions were impaired by a total of R6,63 million (2018: R7.26 million) and 

R11,90 million (2018: R10.27 million) respectively, as a result of the annual review of the 
recoverability of the debt. 
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Material losses - electricity 

8. As disclosed in note 46 to the financial statements, material electricity losses of R2.97 million 
(2018: R3.99 million) was incurred, which represents 26,80% (2018: 16,3%) of total electricity 
purchased. The electricity losses are a result of technical losses and illegal connections. 

Restatement of corresponding figures 

9. As disclosed in note 35 to the financial statements, the corresponding figures for 30 June 2018 
were restated as a result of an error in the financial statements of the municipality at, and for the 
year ended, 30 June 2019. 

Other matter 

10. I draw attention to the matter below. 

Unaudited disclosure notes 

11. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars of 
non-compliance with the MFMA in the financial statements. This disclosure requirement did not 
form part of the audit of the financial statements and, accordingly, I do not express an opinion on 
it. 

Responsibilities of accounting officer for the financial statements 

12. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the SA Standards of GRAP and the requirements of the MFMA 
and Dora, and for such internal control as the accounting officer determines is necessary to 
enable the preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

13. In preparing the financial statements, the accounting officer is responsible for assessing the 
Nkandla Municipality’s ability to continue as a going concern, disclosing, as applicable, matters 
relating to going concern and using the going concern basis of accounting unless the appropriate 
governance structure either intends to liquidate the municipality or to cease operations, or has 
no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

14. My objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance, 
but is not a guarantee that an audit conducted in accordance with the ISAs will always detect a 
material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these financial statements. 

15. A further description of my responsibilities for the audit of the financial statements is included in 
the annexure to this auditor's report. 
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Report on the audit of the annual performance report 


Introduction and scope 

16. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notice issued in terms thereof, I have a responsibility to report material findings on 
the reported performance information against predetermined objectives for selected 
development priorities presented in the annual performance report. I performed procedures to 
identify findings but not to gather evidence to express assurance. 

17. My procedures address the reported performance information, which must be based on the 
approved performance planning documents of the municipality. I have not evaluated the 
completeness and appropriateness of the performance indicators included in the planning 
documents. My procedures also did not extend to any disclosures or assertions relating to 
planned performance strategies and information in respect of future periods that may be included 
as part of the reported performance information. Accordingly, my findings do not extend to these 
matters. 

18. I evaluated the usefulness and reliability of the reported performance information in accordance 
with the criteria developed from the performance management and reporting framework, as 
defined in the general notice, for technical services development priority presented in the annual 
performance report of the municipality for the year ended 30 June 2019. 

19. I performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved performance 
planning documents. I performed further procedures to determine whether the indicators and 
related targets were measurable and relevant, and assessed the reliability of the reported 
performance information to determine whether it was valid, accurate and complete. 

20. I did not raise any material findings on the usefulness and reliability of the reported performance 
information for this development priority. 

Other matters 

21. I draw attention to the matters below. 

Achievement of planned targets 

22. The annual performance report on pages xx to xx for information on the achievement of planned 
targets for the year. 

Adjustment of material misstatements 

23. t identified material misstatements in the annual performance report submitted for auditing. 
These material misstatements were on the reported performance information of the technical 
services development priority. As management subsequently corrected the misstatements, 1 did 
not raise any material findings on the usefulness and reliability of the reported performance 
information. 
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Report on the audit of compliance with legislation 


Introduction and scope 

24. In accordance with the PAA and the general notice issued in terms thereof, I have a responsibility 
to report material findings on the compliance of the municipality with specific matters in key 
legislation, t performed procedures to identify findings but not to gather evidence to express 
assurance. 

25. The material findings on compliance with specific matters in key legislation are as follows: 

Expenditure management 

26. Reasonable steps were not taken to prevent unauthorised expenditure amounting to 
R11.10 million, as disclosed in note 40 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. The majority of the unauthorised expenditure was caused by 
overspending of the approved budget. 

27. Reasonable steps were not taken to prevent irregular expenditure amounting to 
R4,87 million as disclosed in note 42 to the annual financial statements, as required by section 
62(1 )(d) of the MFMA. The majority of the disclosed irregular expenditure was caused by 
contract management processes not being followed. 

28. Reasonable steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R124 202 as disclosed in note 41 to the annual financial statements, in contravention of section 
62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful expenditure was 
caused by interest charged by suppliers due to late payment of invoices. 


Other information 


29. The accounting officer is responsible for the other information. The other information comprises 
the information included in the annual report. The other information does not include the financial 
statements, the auditor’s report and the selected development priority presented in the annual 
performance report that have been specifically reported in this auditor's report. 

30. My opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and I do not express an audit 
opinion or any form of assurance conclusion thereon. 

31. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements 
and the selected development priority presented in the annual performance report, or my 
knowledge obtained in the audit, or otherwise appears to be materially misstated. 

32.1 did not receive the other information prior to the date of this auditor’s report. When I do receive 
and read this information, if I conclude that there is a material misstatement therein, I am required 
to communicate the matter to those charged with governance and request that the other 
information be corrected. If the other information is not corrected, I may have to retract this 
auditor’s report and re-issue an amended report as appropriate. However, if it is corrected this 
will not be necessary. 
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| Internal control deficiencies 

33. I considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my objective was 
not to express any form of assurance on it. The matters reported below are limited to the 
significant internal control deficiencies that resulted in the findings on compliance with legislation 
included in this report. 

34. The accounting officer did not respond in a timely manner to address the risk of non-compliance 
with key legislation relating to expenditure management. 

35. Non-compliance with key legislation could have been prevented if compliance checklists were 
updated and regularly monitored by management. 


Other reports 


36. I draw attention to the following engagements conducted by various parties that had, or could 
have, an impact on the matters reported in the municipality’s financial statements, reported 
performance information, compliance with applicable legislation and other related matters. 
These reports did not form part of my opinion on the financial statements or my findings on the 
reported performance information or compliance with legislation. 

Investigations 

37. The KwaZulu-Natal Department of Co-operative Governance and Traditional Affairs investigated 
allegations of financial misconduct, fraud and improper conduct relating to supply chain 
management processes of the municipality that occurred during the 2015-16 financial year. The 
investigation was concluded in September 2019 and the municipality was still addressing the 
recommendations of the report at the date of this auditor’s report. 



Pietermaritzburg 
9 December 2019 



AUD9TOR-GENERAL 
SOUTH AFRICA 

AucUng io build public confidence 
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Annexure - Auditor-general’s responsibility for the audit 

1. As part of an audit in accordance with the ISAs, I exercise professional judgement and maintain 
professional scepticism throughout my audit of the financial statements, and the procedures 
performed on reported performance information for the selected development priority and on the 
municipality’s compliance with respect to the selected subject matters. 

Financial statements 

2. In addition to my responsibility for the audit of the financial statements as described in this 
auditor’s report, I also: 

• identify and assess the risks of material misstatement of the financial statements whether 
due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. The 
risk of not detecting a material misstatement resulting from fraud is higher than for one 
resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. 

• obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the municipality’s internal control. 

• evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by the accounting officer. 

• conclude on the appropriateness of the accounting officer’s use of the going concern basis 
of accounting in the preparation of the financial statements. I also conclude, based on the 
audit evidence obtained, whether a material uncertainty exists related to events or conditions 
that may cast significant doubt on the Nkandla municipality’s ability to continue as a going 
concern. If I conclude that a material uncertainty exists, 1 am required to draw attention in 
my auditor’s report to the related disclosures in the financial statements about the material 
uncertainty or, if such disclosures are inadequate, to modify the opinion on the financial 
statements. My conclusions are based on the information available to me at the date of this 
auditor’s report. However, future events or conditions may cause a municipality to cease 
continuing as a going concern. 

• evaluate the overall presentation, structure and content of the financial statements, including 
the disclosures, and whether the financial statements represent the underlying transactions 
and events in a manner that achieves fair presentation. 

Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical requirements 
regarding independence, and communicate all relationships and other matters that may 
reasonably be thought to have a bearing on my independence and, where applicable, related 
safeguards. 
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Management report of Nkandla Municipality 


MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF 
THE NKANDLA MUNICIPALITY FOR THE YEAR ENDED 30 June 2019 


INTRODUCTION _ 

1. The purpose of the management report is to communicate audit findings and other key audit 
observations to the accounting officer and does not constitute public information. This 
management report includes audit findings arising from the audit of the financial statements, 
performance information and compliance with legislation for the year ended 30 June 2019. 

2. These findings were communicated to management and the report details management’s 
response to these findings. The report includes information on the internal control deficiencies 
that we identified as the root causes of the matters reported. Addressing these deficiencies will 
help to improve the audit outcome. 

3. In accordance with the terms of engagement, our responsibility in this regard is to: 

• express an opinion on the financial statements 

• express an opinion in the management report on the usefulness and reliability of the 
reported performance information for selected development priorities, and report the 
material findings in the auditor's report 

• report on material findings raised on compliance with specific requirements in key 
applicable legislation, as set out in the general notice issued in terms of the Public Audit 
Act, 2004 (Act No. 25 of 2004) (PAA). 

Our engagement letter sets out our responsibilities and those of the accounting officer in 
detail. 

4. This management report consists of the overall message arising from the audit, summary of 
key findings and observations, annexures containing the detailed audit findings, annexures to 
the report on the audit of performance information as well as the annexure to internal control 
deficiencies reported. 

5. The auditor’s report is finalised only after the management report has been communicated. All 
matters included in this report that relate to the auditor’s report remain in draft form until the 
final auditor’s report is signed. In adherence to section 50 of the PAA, we do not disclose any 
information obtained during the audit and contained in this management report. 

6. Please note that the information contained in these documents is confidential, privileged and 
only for the information of the intended recipient(s) and may not be used, published or 
redistributed without the prior written consent of the Auditor-General of South Africa (AGSA). 
Any form of reproduction, dissemination, copying, disclosure, modification, distribution and or 
publication of this material is strictly prohibited. Should the information be used or processed in 
a manner that contravenes any laws in the Republic, the AGSA is fully indemnified from liability 
that may arise from such contravention 

7. The figure that follows provides a pictorial summary of the audit results and our key messages 
on how to improve the audit outcomes with the focus on the following: 

• Status of the audit outcomes 

• Status of the level of assurance provided by key role players 

• Status of the drivers of internal controls 

• Status of risk areas 
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• Root causes to be addressed 

Movement from the previous year is depicted as follows: 
(a) / IT Improved 

> / <=> Unchanged/slight improvement/slight regression 
(v) / ^ Regressed 
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OVERALL MESSAGE _ 

8. Although the audit opinion remained stagnant from prior year there has being a noticeable 
improvement with regards to compliance with key legislation. Management needs to maintain 
regular review and monitoring in order to support credible and reliable financial and 
performance reporting and compliance with key laws and regulations. A strategy needs to be 
implemented to improve the municipality’s financial situation in the year going forward which 
must be strictly monitored by ail assurance providers. 


SECTION 1: Interactions with stakeholders responsible for oversight and 
governance _ 


9. During the audit cycle, we met with the following key stakeholders responsible for oversight 
and governance to communicate matters relating to the audit outcome and matters identified 
during our status of records review of the municipality: 


Key stakeholder 

Purpose of interaction 

Number of 
interactions 

Executive mayor 

• Engagement letter presentation 

• Audit strategy presentation 

1 

Municipal manager 

• Engagement letter presentation 

• Audit strategy presentation 

• Audit progress meeting 

3 

Audit committee 

• Quarterly audit committee meetings 

2 


10. At these interactions, we highlighted the following key matters affecting audit outcomes and the 
auditee: 

• Tabling of audit strategy an engagement letter 

• Fraud discussion and inquiry 

• Significant audit risks identified during planning 

• Management's commitment to ensuring a smooth and efficient audit 

11. All stakeholders made commitments to implement initiatives that can improve the audit 
outcome. The commitments given and the progress of previous commitments are included in 
section 3, which deals with the assessment of assurance providers. 
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SECTION 2: Matters relating to the auditor's report 


AUDIT OF THE FINANCIAL STATEMENTS 

12. We commend the municipality for submitting annual financial statements that were free from 
material misstatements. 

MATTERS TO BE BROUGHT TO THE ATTENTION OF USERS 
Emphasis of matter paragraphs 

1.3. The following emphasis of matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters presented or disclosed in the financial statements: 

Material impairment — receivables from exchange and non-exchange transactions 

14. As disclosed in notes 6 and 7 to the financial statements, receivables from exchange and non¬ 
exchange transactions were impaired by a total of R6,63 million (2018: R7.26 million) and 
R11.90 million (2018: RIO,27 million) respectively, as a result of the annual review of the 
recoverability of the debt. 

Material losses-electricity 

15. As disclosed in note 46 to the financial statements, material electricity losses of R2,97 million 
(2018: R3,99 million) was incurred, which represents 26,80% (2018: 16,3%) of total electricity 
purchased. The electricity losses are a result of technical losses and illegal connections 

Restatement of corresponding figures 

16. As disclosed in note 35 to the financial statements, the corresponding figures for 30 June 2018 
were restated as a result of an error in the financial statements of the municipality at, and for the 
year ended, 30 June 2019. 

Other matter paragraph 

17. The following other matter paragraph will be included in our auditor’s report to draw the users’ 
attention to matters regarding the audit, the auditor’s responsibilities and the auditor’s report. 

Unaudited disclosure notes 

18. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars of 
non-compliance with the MFMA in the financial statements. This disclosure requirement did not 
form part of the audit of the financial statements and, accordingly, we do not express an opinion 
on it. 
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AUDIT OF THE ANNUAL PERFORMANCE REPORT 

19. In terms of the general notice issued in terms of the PAA, the opinion on the audit of reported 
information will be included in the management report. The report is included below to enable 
management and those charged with governance to see what the report will look like once it is 
published in the auditor’s report. We will report all the audit findings included under the basis for 
opinion and the other matter sections of this report in the auditor's report. 

Introduction and scope 

20. We have undertaken a reasonable assurance engagement on the reported performance 
information for the following selected development priority presented in the annual performance 
report of the municipality for the year ended 30 June 2019: 


Development priority 

Pagp» in annual 
performance report 

Opinion 

Movement 

i 

i 

Technical services 

X - X 

Unqualified 

•> 


21. We conducted our reasonable assurance engagement in accordance with the International 
Standard on Assurance Engagements, ISAE 3000: Assurance engagements other than audits or 
reviews of historical financial information. 

22. We believe that the evidence we have obtained is sufficient and appropriate to provide a basis 
for our opinion. 

Technical services 

Opinion 

23. In our opinion, the reported performance information for technical services is useful and reliable, 
in accordance with the applicable criteria as developed from the performance management and 
reporting framework as set out in annexure D to this report. 

Other matter 

24. We draw attention to the matter below. Our opinion is not modified in respect of this matter. 

Achievement of planned targets 

25. The annual performance report on pages’... to ... for information on the achievement of planned 
targets for the year. 

Adjustment of material misstatements 

26. We identified material misstatements in the annual performance report submitted for auditing. 
These material misstatements were on the reported performance information of technical 
services delivery development priority. As management subsequently corrected the 
misstatements, we did not raise any material findings on the usefulness and reliability of the 
reported performance information. 
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Responsibilities of the accounting officer for the reported performance information 

27. The accounting officer is responsible for the preparation of the annual performance report in 
accordance with the prescribed performance management and reporting framework, as set out 
in annexure D to this report and for such internal control as the accounting officer-determines is 
necessary to enable the preparation of performance information that is free from material 
misstatement in terms of its usefulness and reliability. 

Auditor-general’s responsibilities for the reasonable assurance engagement on the 

reported performance information 

28. Our objectives are to obtain reasonable assurance about whether the reported performance 
information for the selected development priorities presented in the annual performance report is 
free from material misstatement, and to issue a management report that includes our opinions. 
Reasonable assurance is a high level of assurance, but is not a guarantee that the assurance 
engagement conducted in accordance with the relevant assurance standards will always detect 
a material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if they could reasonably be expected to influence the relevant decisions of 
users taken on the basis of the reported performance information. 

29. Our procedures address the reported performance information, which must be based on the 
approved performance planning documents of the municipality. We have not evaluated the 
appropriateness of the performance indicators established and included in the planning 
documents. Our procedures do not extend to any disclosures or assertions relating to planned 
performance strategies and information relating to future periods that may be included as part of 
the reported performance. Accordingly, our opinion does not extend to these matters. 

30. A further description of our responsibilities for the reasonable assurance engagement on 
reported performance information is included in annexure E to this report. 

AUDIT OF COMPLIANCE WITH LEGISLATION 

31. Included below are material findings on compliance with selected specific requirements of 
applicable legislation, as set out in the general notice issued in terms of the PAA. 

Expenditure management 

32. Reasonable steps were not taken to prevent unauthorised expenditure amounting to 
R11.10 million, as disclosed in note 40 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. The majority of the unauthorised expenditure was caused by 
overspending of the approved budget. 

33. Reasonable steps were not taken to prevent irregular expenditure amounting to 
R4,87 million as disclosed in note 42 to the annual financial statements, as required by section 
62(1 )(d) of the MFMA. The majority of the disclosed irregular expenditure was caused by 
contract management processes not being followed. 

34. Reasonable steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R124 202 as disclosed in note 41 to the annual financial statements, in contravention of section 
62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful expenditure was 
caused by interest charged by suppliers due to late payment of invoices. 
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OTHER INFORMATION 

35. The accounting officer is responsible for the other information. The other information comprises 
the information included in the annual report which includes the audit committee’s report. The 
other information does not include the financial statements, the auditor’s report and those 
selected development priorities presented in the annual performance report that have been 
specifically reported in this auditor’s report. 

36. Our opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and we do not express an 
audit opinion or any form of assurance conclusion thereon. 

37. In connection with our audit, our responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements 
and the selected development priorities presented in the annual performance report, or our 
knowledge obtained in the audit, or otherwise appears to be materially misstated. 

38. We did not receive the other information prior to the date of this auditor’s report. When we do 
receive and read this information, if we conclude that there is a material misstatement therein, 
we are required to communicate the matter to those charged with governance and request that 
the other information be corrected. If the other information is not corrected, we may have to 
retract this auditor’s report and re-issue an amended report as appropriate. However, if it is 
corrected this will not be necessary. 

INTERNAL CONTROLS 

39. The significant deficiencies in internal control which led to our overall assessment of the status of 
the drivers of key controls, as included in the figure in paragraph x, is described below. The 
detailed assessment of the implementation of the drivers of internal control in the areas of 
financial statements, performance reporting and compliance with legislation is included in 
annexure F. 

Leadership 

Oversight responsibility 

40. The accounting officer did not respond in a timely manner to address the risks of credible and 
reliable performance reporting and non-compliance with key legislation relating to expenditure 
management. 

Financial and performance management 

Proper record keeping 

41. Management did not implement proper record keeping in a timely manner to ensure that 
complete, relevant and accurate information is accessible and available to support financial and 
performance reporting as significant delays were identified during the audit in this regard. 

Daily and monthly processing and reconciling of transactions 

42. The municipality did not keep an updated asset register during the financial year and monthly 
reconciliations were not adequate as there were numerous misstatements and errors identified. 
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Regular, accurate and complete performance reports 

43. The annual performance report contained numerous misstatements that were corrected. This 
was mainly due to inadequate review of the annual performance report by staff. 

Compliance monitoring 

44. Non-compliance with legislation could have been prevented had compliance been properly 
reviewed and monitored by management. 

Governance 

Risk management activities and risk strategy 

45. Although the municipality did conduct an adequate risk assessment, as required by the MFMA, 
to prevent the repeat non-compliance with key legislation. 

Audit committee and Internal audit 

46. Although there were regular interactions with the internal audit and the audit committee, the 
effectiveness of this could have been strengthened with a more stringent monitoring of the 
deficiencies detected during the internal audit processes. 

Summary 

47. The accounting officer did not respond in a timely manner to the risks of credible and reliable 
performance reporting and non-compliance with key legislation relating to expenditure 
management. 

48. Non-compliance with key legislation could have been prevented if compliance checklists were 
updated and regularly monitored by management. 

OTHER REPORTS 

49. We draw attention to the following engagements conducted by various parties that have or 
could potentially have an impact on the municipality’s financial statements, reported 
performance information and compliance with applicable legislation and other related matters. 
The reports noted do not form part of my opinion on the financial statements or my findings on 
the reported performance information or compliance with legislation. The summarised other 
reports will be included in the auditor’s report as follows: 

50. The KwaZulu-Natal Department of Co-operative Governance and Traditional Affairs investigated 
allegations of financial misconduct, fraud and improper conduct relating to supply chain 
management processes of the municipality that occurred during the 2015-16 financial year. The 
investigation was concluded in September 2019 and the municipality was still addressing the 
recommendations of the report at the date of this auditor’s report. 
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SECTION 3: Assurance providers and status of implementation of 
commitments and recommendations 


ASSESSMENT OF ASSURANCE PROVIDERS 

51. The annual report is used to report on the financial position of auditees, their performance 
against predetermined objectives and overall governance. One of the important oversight 
functions of the municipal council is to consider auditees’ annual reports. To perform this 
oversight function, they need assurance that the information in the annual report is credible. To 
this end, the annual report includes our auditor's report, which provides assurance on the 
credibility of the financial statements and the annual performance report, as well as on the 
auditee’s compliance with legislation. 

52. Our reporting and oversight processes reflect on past events, as they take place after the end of 
the financial year. However, management, the leadership and those charged with governance 
contribute throughout the year to the credibility of financial and performance information and 
compliance with legislation by ensuring that adequate internal controls are implemented. 

53. We assess the level of assurance provided by these assurance providers based on the status of 
internal controls (as reported in section 2.6) and the impact of the different role players on these 
controls. We provide our assessment for this audit cycle below. 

First level of assurance 


Senior management: provides some assurance 

54. The monitoring of the prior year audit action plans by senior management were inadequate as 
repeat compliance findings were still identified in the current year. 

Accounting officer: provides some assurance 

55. The municipal manager did not provide adequate oversight over the preparation of the annual 
performance report and compliance with regulations which resulted in material misstatements 
being identified and subsequently corrected by management and the re-occurrence of non- 
compliance with key legislation 

Mayor: provides assurance 

56. The mayor provides assurance in ensuring that the municipality focuses on key service delivery 
matters and that proper governance structures are in place. 

Second level of assurance 

Internal audit unit: provides assurance 

57. Legislation in South Africa requires the establishment, roles, and responsibilities of internal audit 
units. Internal audit units must form part of the internal control and governance structures of the 
municipality and must play an important role in its monitoring activities. Internal audit must 
provide an independent assessment of the municipality’s governance, risk management and 
internal control processes. 

58. The internal audit unit of a municipality must prepare a risk-based audit plan and internal audit 
programme for each financial year. It must advise the accounting officer and report to the audit 
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committee on implementation of the internal audit plan and matters relating to internal audit; 
internal controls; accounting procedures and practices; risk and risk management; performance 
management; loss control and compliance with the MFMA. The internal audit unit must also 
perform such other duties as may be assigned by the accounting officer. 

59. Although the internal audit unit fulfilled their legislated responsibilities, an improvement is 
required in monitoring management’s actions to address deficiencies detected during the internal 
audit processes. 

Audit committee: provides assurance 

60. The audit committee must be an independent advisory body to the council, accounting officer 
and the management and staff of the municipality/municipal entity] on matters relating to internal 
financial control and internal audits; risk management; accounting policies; the adequacy, 
reliability and accuracy of financial reporting and information; performance management; 
effective governance; the MFMA and any other applicable legislation; performance evaluation 
and any other issues. 

61. The audit committee is also expected to review the annual financial statements to provide an 
authoritative and credible view of the municipality, its efficiency and effectiveness and its overall 
level of compliance with the applicable legislation. 

62. Although the audit committee fulfilled their legislated responsibilities, the audit committee could 
have been more effective by strengthening timeous delivery of internal control weaknesses that 
were identified through internal audit and other reports presented at the audit committee 
meetings 

Third level of assurance 


Municipal council: provides assurance 

63. The municipal council set the positive tone for credible and reliable financial and performance 
reporting. 

Municipal public account committee (MPAC): provides assurance 

64. The extent to which the council adopted the MPAC guides has been considered in the 
assessment of MPAC as an assurance provider. MPAC ensures credible and reliable reports is 
provided to council and also monitors status of the Auditor General findings by having it as a 
standing item at all quarterly meetings. 

STATUS OF IMPLEMENTING COMMITMENTS AND RECOMMENDATIONS 

65. Below is our assessment of the progress in implementing the commitments made by the 
municipality to address the previous and current years’ audit findings. 


No. 

Commitment: 

Made by 

Date 

Origin of 
commitment 

Status 
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No. 

Commitment 

r — 1 ¥n - — 1 

Made by 

! ; 

Date 

Origin of 
eommitmerit 

Status 

1 

The municipality will embark on data 

cleansing exercise to ensure that the 
debtors’ book is credible and only 
debtors which the municipality can 
collect or recover from are kept. 
Ensure the implementation of the 
debt impairment policy. 

Review and strictly implement the 
credit control and debt collection 
policy. 

Chief 

Finance 

Officer 

30 March 
2020 

Current year 
audit 

In 

progress 

2 

The Municipality will perform the 

reconciliations on a regular basis. 
The reconciliations will be monitored 
and reviewed by senior 

management to ensure differences 
are investigated and resolved 
timeously. The quarterly financial 
statements (interim statements) will 
be done. 

Chief 

Finance 

Officer 

30 March 
2020 

Current year 
audit 

In 

progress 

3 

The electricity infrastructure upgrade 

will be implemented. Investigations 
to detect and disconnect illegal 
users of electricity will be 
implemented. The municipality has 
also engaged the services of 
electrical engineers to look at 
electricitv distribution loses. 

Chief 

Finance 

Officer 

30 March 
2020 

Current year 
audit 

In 

progress 

4 

The Annual performance report will 

be reviewed by the internal auditor 
and audit committee before the final 
submission. 

PMS, Risk 

and 

Compliance 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 

5 

The municipality has developed the 

prevention of the UIFW expenditure 
policy which is implemented to 
ensure compliance with legislation 
and SCM policy. 

Chief 

Finance 

Officer 

30 June 

2020 

Current year 
audit 

In 

progress 

6 

The Municipality has developed 

monthly payment checklist to make 
sure that all payments are made 
within 30 days. 

Long outstanding issued orders over 
20 days will be followed up to 
determined reasons for delays e.g. 
whether due invoices received and 
not paid have justifiable reasons for 
non-payment. Invoice register book 
will have columns for (a) Invoice 
number, (b) (paid) and (c) Reasons 
for any delays in payments and the 
book will be monitored monthly by 
CFO. 

Chief 

Finance 

Officer 

30 March 
2020 

Current year 
audit 

In 

progress 

7 

The MPAC will conduct 

investigations for all UIFW 
expenditure. The disciplinary 

committee on financial misconduct 
will established. 

Municipal 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 

8 

• The Accounting Officer wilt 

implement a plan to ensure no 

Municipal 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 
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No. 

Commitment 

Miade by 

Date 

Origin: of 
commitment 

Status 


recurrence of material corrections 

to the financial statements as a 
result of occurrence of material 
misstatements of financial 
statements. 

• Develop GRAP Compliant 
checklist 





9 

The accounting officer will 

facilitate the investigation, 
establish the disciplinary 
committee on a financial 
misconduct in order to effective 
implement the consequence 
management 

Municipal 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 

10 

The Municipality to establish 

electronic records management 
system and make sure that all 
records are accessibly when they 
are needed. 

Municipal 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 

11 

The risk assessment will be done in 

May to allow enough time for the 
internal auditor to prepare the 
annual audit plan. Risk follow ups 
will be done with risk champions and 
discussed as risk management 
committee on quarterly basis to 
make sure that that there is an 
effective risk management system. 

PMS, Risk 
and 

Compliance 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 

12 

Action plans to all IA findings will be 

developed and become the standing 
item to all management and audit 
committee meetings. The Audit plan 
will be reviewed as per the risk 
register. 

PMS, Risk 
and 

Compliance 

Manager 

30 March 
2020 

Current year 
audit 

In 

progress 


• Twelve audit recommendations accepted by management in the current year on matters 
included in the prior year’s auditor’s report and other important matters are still being 
implemented. 

• Details on the status of implementing the previous year(s) recommendations are provided in 
section 8, which summarises the detailed audit findings. 


SECTION 4: Specific focus areas 


FINANCIAL VIABILITY 

66. Our audit included a high-level overview of the municipality's financial viability as at year-end. 
The financial viability assessment provides useful information for accountability and decision¬ 
making purposes and complements the financial statements by providing insights and 
perspectives thereon. The financial viability assessment is expected to enhance timely remedial 
decision-making and policy reforms where financial viability may be at risk. It will also highlight to 
management those issues that may require corrective action and the urgency and magnitude of 
the reforms and decisions necessary to maintain operations. The information should be used to 
complement, rather than substitute, management’s own financial assessment. 





17 























Management report of Nkandla Municipality 



AS AT 30 JUNE^ 
2019 

AS AT 30 JUNE 
20H8 

EXPENDITURE MANAGEMENT 

1.1 

Creditor-payment period 

76 Days 

57 Days 

REVENUE MANAGEMENT 

2.1 

Debtor-collection period (after impairment) 

277 Days 

253 Days 


Debtors impairment provision as a percentage of 

accounts receivable 

57% 

63% 

2.2 

• Amount of debtors impairment provision 

• Amount of accounts receivable 

R18 533 398 

R32 708 557 

R17 536 274 

R27 687 948 

ASSET AND LIABILITY MANAGEMENT 

3.1 

A deficit for the year was realised (total expenditure 

exceeded total revenue) 

No 

No 


• Amount of the surplus / (deficit) for the year 

R8 999 139 

R8 625 747 

3.2 

A net current liability position was realised (total 

current liabilities exceeded total current assets) 

Yes 

Yes 


• Amount of the net current assets / (liability) position 

(RIO 211 373) 

(R6 944 299) 

3.3 

A net liability position was realised (total liabilities 

exceeded total assets) 

No 

No 


* Amount of the net asset / (liability) position 

R381 963 406 

R348 897 801 


CASH MANAGEMENT 


The year-end bank balance was in overdraft 

No 

No 

4.1 

• Amount of year-end bank balance (cash and cash 

equivalents) / (bank overdraft) 

R5 267 911 

R1 512 771 

4 2 

Net cash flows for the year from operating activities 

were negative 

No 

No 

*T. A 

• Amount of net cash in / (out)flows for the year from 

operating activities 

R33 835 622 

R20 744 920 


Creditors as a percentage of cash and cash 

equivalents 

312% 

669% 

4.3 

• Amount of creditors (accounts payable) 

• Amount of cash and cash equivalents / (bank 
overdraft) at year-end 

R16 468 868 

R5 267 911 

R10 128 077 

R1 512 771 


Current liabilities as a percentage of next year's 

budgeted resources ** 

20% 

15% 

4.4 

• Amount of current liabilities 

• Amount of next year’s budgeted income ** 

R31 500 896 

R155 473 000 

R19 999 902 

R133 547 000 

OVERALL ASSESS 

MENT 



Yellow 

(Concerning) 

Yellow 

(Concerning) 

** This amount excludes the portion of next year's budgeted resources that is budgeted to be spent on 

“employee costs" and "remuneration of councillors". 
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High-level comments 

67. Management needs to intensify their recovery of debtor’s year on year which will alleviate the 
strain in terms of cash inflows from operations to meet their current commitments without being 
dependent on the following year’s financial resources and to avoid further financial sustainability 
issues. 

PROCUREMENT AND CONTRACT MANAGEMENT 

68. The audit included an assessment of procurement processes, contract management and the 
related controls in place. These processes and controls must comply with legislation to ensure a 
fair, equitable, transparent, competitive and cost-effective supply chain management (SCM) 
system and to reduce the likelihood of fraud, corruption, favouritism and unfair and other 
irregular practices. A summary of the findings from the audit are as follows: 

Irregular expenditure 

69. R4.87 million of the irregular expenditure incurred in the current financial year was as a result of 
the contravention of SCM legislation. This was identified in the current year detected by the 
municipality’s monitoring processes. The root cause is the lack of effective prevention and 
detection to ensure proper monitoring of compliance. 

Awards to persons in the service of the state 

70. Regulation 44 prohibits awards to persons in the service of the auditee (i.e. employees and 
councillors), persons in the service of any other state institution and entities owned/managed by 
them. The audit included the identification of such prohibited awards. Further testing was also 
performed to determine whether the legislated requirements with regard to declarations of 
interest were adhered to. 

71. The findings were as follows: 


Finding 

Number 
and value 
of awards 
made 

1 

Number 

and. 

; positions 
of official/ 
councillor 
identified 

i 

Number 

of 

: suppliers 
Identified 

' Further non-complianoe or irregularities 
regarding tile awards 

Supplier did 
not submit 
declarations 
of interest 

Supplier 
did not 
declare 
interest 
(false 

declaration) 

Official 

/ 

council 
lor did 
not 

declare 

interest 

Official/ 

councillor 

was 

involved in 

awarding 

the 

contract/ 

quotation 

Awards 

made to 
officials 
and/or 

councillors of 
the 

municipality 

5 awards 

amounting 

to 

R283 542 

5 

5 

No 

3 

5 

0 

Awards to 

persons in 
the service of 
other state 
institutions 

0 

0 

0 

0 

0 
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Procurement processes 

72. The table below is a summary of the scope of audit work done on the procurement processes. 



Internal control deficiencies 

73. Management did not exercise adequate oversight to prevent the re-occurrence of non- 
compliance with municipal supply chain management regulations. 

FRAUD AND CONSEQUENCE MANAGEMENT 

74. The primary responsibility for preventing and detecting fraud rests with management and those 
charged with governance. We are responsible for obtaining reasonable assurance that the 
financial statements are free from material misstatement, whether caused by fraud or error, and 
to issue an auditor’s report that includes our opinion. Due to the inherent limitations of an audit, 
there is a risk that some material misstatements, including fraud, may not be detected. The 
following risk factors were identified: 

• False declarations by suppliers needs to be investigated by management 

75. The MFMA and its regulations clearly stipulate that matters such as incurring unauthorised, 
irregular and fruitless and wasteful expenditure; the possible abuse of the SCM system; and 
allegations of financial misconduct should be investigated. Disciplinary steps should be taken 
based on the results of the investigations. Our audits included an assessment of the 
municipality’s management of consequences. The significant findings are provided below: 


Measures to manage consequences 


76. The following measures were not implemented to ensure that the environment is conducive to 
effective consequence management: 

• The municipality did not adopt systems (policies) to investigate allegations of misconduct; 
and disciplinary procedures. 

• There was lack of proper record keeping to ensure that complete, relevant and accurate 
information is accessible and available to support the processes followed for financial 
misconduct/transgressions committed by officials and suppliers of the municipality. 

Ongoing investigations 


77. One investigation was ongoing at since prior year on allegations relating to financial misconduct, 
fraud or improper conduct in SCM. The Municipal Regulations on Financial Misconduct, 
Procedures and Criminal Proceedings and the Disciplinary Regulations for Senior Managers 
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require that each investigation must be completed within 30 days from the date of appointing the 
investigator. The table below provides a summary of investigations which had not been 
completed as at year-end: 


Details 

1 — -- - SI 

i. 

Type of allegation 
tinder investigation 

i 

Allegation 
include element 
of fraud/ 
corruption 

Length of 
investigation 

The investigation is informed by a service 

delivery protest by the African National 
Congress; Musa Dladla Region. They 
were raising issues of maladministration; 
fraud and corruption of which is being 
investigated by KPMG on behalf of 
Kwa-Zulu Natal COGTA 

Maladministration, fraud 
and corruption 

Yes 

12 months 


Transgressions reported to management for investigation 

78. During the previous year’s audit, we reported findings relating to transgressions by officials or 
other role players, for management to investigate. During the current year audit, we performed 
follow-up tests to determine whether the matters reported were dealt with by management. 

79. Unauthorised, irregular, fruitless and wasteful expenditure disclosed in notes to the financial 
statements must be investigated to determine whether any official is liable for losses incurred as 
a result of this expenditure. Disciplinary steps must be taken against officials who caused or 
permitted unauthorised, irregular, fruitless and wasteful expenditure and losses incurred must be 
recovered from the person liable. 


USE OF CONSULTANTS 

80. The audit included an assessment of the effective use of consultants. In the local government 
environment, the partnership between the private and public sectors has become important in 
driving strategic goals. 

81. The total expenditure on consultants was R3 000 827. 

Performance management and monitoring 

82. Material misstatements were identified or findings were raised by the auditors on the work 
performed by the consultants or in areas of the consultants’ responsibilities. Some of the 
misstatements were subsequently corrected. 

Internal control deficiencies 

83. Management did not adequately monitor the work of consultants appointed to prepare the 
financial statements to confirm that, the financial statements submitted for audit were GRAP 
compliant and contained no material misstatements. 

PUBLIC PARTICIPATION 

84. As part of the audit of predetermined objectives we audit compliance with the provisions of the 
Municipal Systems Act relevant to community participation. There were no findings to report on. 
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CONDITIONAL GRANTS 

85. For the financial year under review, the audit included an assessment of the effectiveness of the 
municipality’s use of the following conditional grants received: 

• Municipal infrastructure grant (MIG) 

86. For each of the grants tested as per the table above, we selected key projects funded by the 
grant and audited the use of grants on the projects. 


~ ;;-----—-—----- - - - 1 — — - 

Key projects/initiatives funded by the grant 

Summary of selected key project 
and result of testing 

Details 

Details 

Details 

Name of grant 

MIG 

MIG 

MIG 

Project/initiative funded by the grant 

Construction of 

Nkungumathe 
Sports Centre 

Chwezi 

Community 

Service 

Mabhuqwini 
Community Service 
Centre 


87. There were no findings identified in relation to these project. 

ROADS INFRASTRUCTURE 

88. The audit included an assessment of the roads infrastructure service delivery objective. 
Procedures were performed in relation to the following: 

• Performance planning and reporting on roads infrastructure 

• Planning for renewal and routine roads maintenance projects 

• Planning for new or refurbished roads infrastructure projects 

• Follow-up on the previous year’s findings 

89. There were no findings to report on. 


SECTION 5: Emerging risks 

Accounting, performance management/reporting and compliance matters 
New pronouncements 
Standards of GRAP 


The ASB has issued the following GRAP pronouncements, with effective dates as 
indicated :GRAP pronouncement 

Effective date 

GRAP 18 - Segment reporting 

1 April 2020 

GRAP 20 - Related-party disclosures 

1 April 2019 

GRAP 32 - Service concession arrangements: grantor 

1 April 2019 

GRAP 34 - Separate financial statements 

1 April 2020 

GRAP 35 - Consolidated financial statements 

1 April 2020 

GRAP 36 - Investments in associates and joint ventures 

1 April 2020 

GRAP 37 - Joint arrangements 

1 April 2020 

GRAP 38 - Disclosure of interests in other entities 

1 April 2020 
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The ASS has issued 1 the Ibllowirig GRAP pronouncements, with effective dates as 
indicated: QRAP pronouncement 

Effective date 

GRAP 104 - Financial instruments (Revised April 2019) 

To be determined 

GRAP 108 - Statutory receivables 

1 April 2019 

GRAP 109 - Accounting by principals and agents 

1 April 2019 

GRAP 110 - Living and non-living resources 

1 April 2020 

IGRAP 1 Applying the probability test on initial recognition revenue 

(amendments) 

1 April 2020 

IGRAP 17 - Service concession arrangements where a grantor controls a 

significant resjdua[ interest in an asset 

1 April 2019 

IGRAP 18 - Recognition andderecognition ofjand 

1 April 2019 

IGRAP 19 - Liabilities to pay levies 

1 April 2019 

IGRAP 20 Accounting for adjustments to revenue 

1 April 2020 

Guideline Accounting for arrangements undertaken in terms of the national 

housjng programme 

1 April 2019 

Guideline Accounting for landfill sites 

To be determined 

Guideline The application of materiality to financial statements 

Voluntary* 

The Guideline on The application of materiality to financial statements was issued in April 2019. The Guideline is 
available for immediate consideration, to assist entities to apply the concept of materiality when preparing financial 
statements in accordance with Standards of GRAP, Although the application of the Guideline is voluntary, 
application is encouraged. 


Audit findings on the annual performance report that may have an impact on 
the audit opinion in future 

90. The planned and reported performance information of the selected development priority was 
audited against the following additional criteria as developed from the Performance 
Management Reporting Framework: 

• Presentation and disclosure - Overall presentation: 

o Overall presentation of the performance information in the annual performance report is 
comparable and understandable 

• Relevance - Completeness of relevant indicators: 

o Completeness of relevant indicators in terms of the mandate of the auditee, including: 

• relevant core functions are prioritised in the period under review 

• relevant performance indicators are included for the core functions prioritised in the 
period under review 

91. Material audit findings arising from the audit against the additional criteria do not have an 
impact on the audit opinion of the selected development priority in this report. However, it may 
impact on the audit opinion in future. 

92. No material findings were identified in respect of the additional criteria. 


SECTION 6 ; Ratings of detailed audit findings 


93. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor's report: these matters should be addressed as a matter 
of urgency. 

• Other important matters: these matters should be addressed to prevent them from leading to 
material misstatements of the financial statements or material findings on the performance 
report and compliance with legislation in future. 
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SECTION 7: Conclusion 


94. The matters communicated throughout this report relate to the three fundamentals of internal 
control that should be addressed to achieve sustained clean administration. Our staff remains 
committed to assisting in identifying and communicating good practices to improve governance 
and accountability and to build public confidence in government’s ability to account for public 
resources in a transparent manner 


Yours faithfully 


Nto 
Busin 



uthi Mhlongo 

Executive: KwaZulu-Natal 


09 December 2019 


Enquiries: 

Telephone: 

Fax: 

Email: 


Thamarin Mudely 
033 264 7421 
033 264 7596 
mudelyt@agsa .co.za 


Distribution: 

Audit committee 
Head of internal audit unit 
Executive authority 
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Expenditure management 

Misclassification of transactions on the financial 
statements 

Employee relate costs 

Incorrect overtime rate used 

Information systems 1 

Periodic reviews of user access rights not performed 
(windows active directory, pastel evolution and paydav) 

Monitoring of administrator activities not performed 
(Windows Active Directory, Pastel Evolution and 

PAYDAY) 

Change control documentation not completed, and 
vendor access not monitored (pastel evolution) 

Inadequate onsite and offsite storage for backups 
(windows active directory, pastel and payday) 

Anti-virus used by the municipality is not fully deployed to 
all employees 

Patch management 

Expired contract for the payday application 

1 6 
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Detailed audit findings 


ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 
Procurement and contract management 

1. UNAUTHORISED, IRREGULAR, FRUITLESS AND WASTEFUL EXPENDITURE NOT 
PREVENTED. 

Audit finding 

Section 62 (1)(d) of the MFMA states that “The accounting officer of a municipality is responsible 
for managing the financial administration of the municipality, and must for this purpose take all 
reasonable steps to ensure that unauthorised, irregular or fruitless and wasteful expenditure and 
other losses are prevented. 

During the review of financial statements, the following non-compliance issues were identified: 

• Reasonable steps were not taken to prevent irregular expenditure amounting to R4.87 million 
as disclosed in note 41 to the annual financial statements, as required by section 62(1 )(d) of 
the MFMA. The majority of the irregular expenditure was caused by procuring of goods and 
services without following proper supply chain management processes. 

• Reasonable steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R124 202, as disclosed in note 40 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful was caused 
by penalties on late payments and interest charged. 

• Reasonable steps were not taken to prevent unauthorised expenditure amounting to 
R11,1 Omillion as disclosed in note 39 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. 

Internal control deficiency 

There was a lack of adequate preventative controls in place to prevent unauthorised, irregular and 
wasteful and fruitless expenditure. 

There was a lack of adequate oversight by senior management in ensuring that controls are 
developed, implemented and monitored over proper contract management. 

Recommendation 

The accounting officer must ensure that preventative controls are developed in order to prevent 
unauthorised, irregular and fruitless and wasteful expenditure. 

The accounting officer must ensure that effective, constant assessment and monitoring of budget 
should take place in order to prevent unauthorised expenditure from occurring. 

Management response 

Agree with auditors' finding. There has been a drastic improvement or reduction on UIFW 
expenditure when compared to the 2018/19 financial year. The SCM unit will ensure that all 
procurement of goods and services are done within the confinement of the MFMA and its 
regulation. The municipality has also developed the Prevention of UIFWE Policy to ensure that 
UIFWE is reduced to 0. 
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Name: S Ntombela 
Position: Chief Financial Officer 
Date: 12 November 2019 

Auditor’s conclusion 

Management response is noted. The material non-compliance will be reported. 
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ANNEXURE B: OTHER IMPORTANT MATTERS 

Predetermined objectives 

2. TARGET IN THE SDBIP AND APR WAS NOT REPORTED ON ACCURATELY 
Audit finding 

In terms of section 62(1)(c) of the Municipal Finance Management Act of South Africa, 2003 (Act 
no. 56 of 2003) (MFMA), "The accounting officer of a municipality is responsible for managing the 
financial administration of the municipality, and must for this purpose take all reasonable steps to 
ensure that the municipality has and maintains effective, efficient and transparent systems of 
financial and risk management and internal control." 

The FMPPI requires that institutions should have appropriate systems to collect, collate, verify and 
store performance information to ensure valid, accurate and complete reporting of actual 
achievements against planned objectives, indicators and targets. 

During the audit of predetermined objectives and, upon inspection of the annual performance 
report and the SDBIP, it was noted that the following performance indicators were incorrectly 
reported on: 


Strategic 

Objective 

Key 

Performance 

Indicator 

Planned target 

Reported: target 

Actual audited' achievement per POE 

To improve 

quality of life 

through 

social 

infrastructure 

development 

Construction 

of Khabela 

CSC ward 3 

Construction of 
Khabela CSC 
ward 3 by 30 

June 2019 

Nhloshane'Mfongosi 
CSC was 
constructed and 
completed by 30 

June 2019 

The reported actual achievement 
indicates that Construction of Khabela 
CSC ward 3 by 30 June 2019 was 
completed. 


Internal control deficiency 

The appropriate level of management did not regularly review performance reporting in terms of 
best practice as required by the MFMA and FMPPI. 

Recommendation 

Management must ensure that performance information reported in the Annual Performance 
Report is valid accurate and complete as required by the legislation. Management must adjust the 
annual performance reports (APR) to correct the inaccurate reported targets. 

Management response 

Both projects Khabela CSC and Nhloshane CSC projects were reported correctly on an annual 
report however there was a misprint on Nhloshane /Mfongosi CSC project which is another project 
that will be corrected and adjusted on an annual report. 

Name: SBS SIBISI 

Position: PMS, Risk and Compliance Manager 
Date: 12 November 2019 
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Auditor’s conclusion 

Management response is noted and the adjusted APR has been verified to reflect the correction. 
We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 

3. AoPO - Discrepancies identified between reported performance and supporting 
documentation 

Audit finding 

The National Treasury Framework for managing programme performance information (FMPPI) 
requires that institutions should have appropriate systems to collect, collate, verify and store 
performance information to ensure valid, accurate and complete reporting of actual achievements 
against planned objectives, indicators and targets 

In terms of section 62(1)(c) of the Municipal Finance Management Act of South Africa, 2003 (Act 
no. 56 of 2003) (MFMA), ”The accounting officer of a municipality is responsible for managing the 
financial administration of the municipality, and must for this purpose take all reasonable steps to 
ensure that the municipality has and maintains effective, efficient and transparent systems of 
financial and risk management and internal control." 

The following discrepancies were identified between the portfolio of evidence and the actual 
achievement as per the annual performance report: 


Indicator 

Annual target 

Reported performance 

Status per supporting documents 

Date of completion 

of Implementation 
of the Capital 
Projects 

Construction and 

completion of 
Nkethabaweli Link 
Road by 31 March 
2019 

100% Construction & 

completion of 
Nkethabaweli Link Road 
was conducted by 31 
March 2019 

According to the Technical Services 3 rd 

quarterly progress report for 31 March 2019, 
it was indicated that there was no progress 
on the site as the contractor was delayed by 
heavy rains that flooded the materials on 
site. 

Date of completion 

of Implementation 
of the Capital 
Projects 

Construction of 

Mabhuqwini by 30 
June 2019 

Mabhuqwini CSC has 

been constructed and 
completed by 30 June 
2019 

According to the progress report from 

Isaluleko Project Managers, it was indicated 
that the project has a status of 91% 
completion as at year end. 

In addition, according to the Technical 
Services 4 U ' quarterly progress report for 30 
June 2019, it was indicated that the 
construction progress is 80%. 

4 th Quarter 40% 

Construction of 
Nkungumathe 
sports centre by 30 
June 2019 

Construction of 

Nkungumathe sports 
centre construction 
is in progress at 

40% by 30 June 

2019 

Construction of 

Nkungumathe sports 
centre construction is in 
progress at 40% by 30 
June 2019 

As per the Technical Services 4 th quarterly 
progress report for 30 June 2019 it was 
noted that there was no percentage status of 
the project reported on. It is further noted 
that the report submitted by Isaluleko Project 
Managers reported the project as 15% 
progress. 


Internal control deficiency 

Management did not conduct regular and adequate reviews during the year to confirm that the 
performance targets set and reported on, are supported by adequate reliable supporting 
documents. 

Recommendation 

Management should exercise oversight by conducting reviews and monitoring of performance 
information to ensure that supporting documentation is reliable. _ 
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The Management should analyse all Capital projects and state the percentage of progress as per 
the completion certificates against the project implementation plan. 

Management response 

All discrepancies between the portfolio of evidence and the actual achievement as per the annual 
performance report are noted. 

The annual report will be adjusted by making sure that the completion certificates are considered 
to identify the correct percentage of progress against the project implementation plan. 

Name: S.B.S Sibisi 

Position: PMS.Risk and Compliance Manager 
Date:13 November 2019 

Auditor’s conclusion 

Management response is noted and the adjusted APR has been verified to confirm the correction. 
We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 

Revenue management 

4. INCORRECT CLASSIFICATION OF REVENUE 
Audit finding 

In terms of paragraph 04 of GRAP 23 relating to the recognition of revenue from non-exchange 
transaction, " While revenues received by entities arise from exchange and non-exchange 
transactions, the majority of revenue of entities is typically derived from non-exchange transactions 
such as: 

(a) taxes; and 

(b) transfers (whether cash or non-cash), including grants, debt forgiveness, fines, bequests, gifts, 
donations, goods and services in-kind and concessionary loans received". 

The municipality classified revenue arising from traffic fines and donations as an exchange 
transaction instead of revenue from not exchange as detailed below 


item 

Glassification in AFS 

Recommended AFS' 
Classification 

Amount 

R 

Traffic fines 

Revenue from Exchange Transaction 

Revenue from Non-Exchange 

Transaction 

163 776 

Donations 

14 500 


internal control deficiency 

Lack adequate reviews to ensure that revenue is disclosed per the applicable financial framework. 
Recommendation 

The financial statements should be adjusted to classify the revenue as per the GRAP standards. 
Management, internal audit and the audit committee should review the financial statements to 
ensure that they are prepared as per the reporting framework, prior to submitting for audit. 
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Management response 

We agree with auditors finding. The reclassification of revenue on traffic fines and donations from 
Revenue from Exchange Transaction to Revenue from Non-Exchange Transaction will be done. 

Name: S Ntombela 
Position: Chief Financial Officer 
Date:30.10.2019 

Auditor’s conclusion 

Management response is noted and the adjusted AFS has been verified to reflect the correction. 
We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 

5. INCONSISTENCIES IN APPLYING THE TARIFFS USED BY THE MUNICIPALITY 
Audit finding 

In terms of section 62(1)(b) of the Municipal Finance Management Act (MFMA): “The accounting 
officer of a municipality is responsible for managing the Financial administration of the municipality, 
and must for this purpose take all reasonable steps to ensure that full and proper records of the 
financial affairs of the municipality are kept in accordance with any prescribed norms and 
standards." 

Also in terms of section 74 of the Municipal Systems Act, 'A municipal council must adopt and 
implement a tariff policy on the levying of fees for municipal services provided by the municipality 
itself or by way of service delivery agreements, and which complies with the provisions of this Act, 
the Municipal Finance Management Act and any other applicable legislation’. 

It was established that the approved tariffs charged by the municipality for Refuse was not 
consistent with the billing to customers. The following serves as an example: 

Table 1: 


Account- 

Customer 

name 

Category 

Amount 

as Per 
Statement 
Incl VAT 

R 

VAT Per 

Statement 

R 

] Amount as 

Per 

Statement 

Ex VAT 

R 

Amount 

as Per 
Tariffs 
liicIVAT 

R 

VAT As 
per Tariff 

R 

Difference 

R 

6000266 

DEPT OF 

PUBLIC 
WORKS D 

BUS/GOV 

T 

460,00 

60,00 

400,00 

400,00 

-52,17 

6,00 

6000304 

GIRLS 

HOUSE 
(HOUSE 2) 

D/P, 

POW 

66,00 

-8,61 

74,61 

66,00 

-8,61 

oW 


The above illustrates the incorrect tariff used, the table below illustrates the inconsistences when 
applying the tariffs. This leads to an overstatement of Revenue and VAT being incorrectly treated. 
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Table 2 




RecalMarket 

AmountAs 

Total Payable 

Recal'Per 

Amount 

Difference 

Account! 

Customer 

Vilbe 

par 

Month 

Due 


oarrha 


Statement) 



i 




E- R 

R! 

R 

8 -- R 

R 

R 

7000043 

MTHIYANE 

HJ 

11 420 000,00 

22 508,33 

416 830,00 

34 735,83 

34 979.16 

-12 470,83 


Table 2 illustrates the difference when recalculating the customer’s account using the approved 
tariffs of the municipality. The difference between what the customer was billed results in an 
understatement of revenue. 


The total difference for 12 months’ amounts to (R149 649,96) 

Internal control deficiency 

Lack of effective internal control over financial management, Reviews should be conducted 
regularly in order to ensure accurately billing is conducted. 

Recommendation 

The Municipality should review the entire population of Revenue to ensure that the correct Tariffs 
are being charged to the customer and that VAT is being recognized correctly. 

Management response 

• Customer account (6000304) has been billed correctly on the billing module and as per 
customer monthly statement in accordance with approved tariff of R66 inclusive of VAT. 

• Incorrect use of tariff of R460 instead of R400 as per approved tariffs and the correcting journals 
effects on the population will be as follows. 


Month 

Monthly 

Adjustment to 
refuse debtors 
(Decrease) 

R 

Monthly. 

adjustment to 
revenue 
(Decrease) 

R 

Monthly 

adjustment to 
VAT output 
(Decrease) 

R 

July 

- 2 760,00 

2 400,00 

360,00 

August 

- 2 820,00 

2 452,18 

367,82 

September 

- 2 820,00 

2 452.18 

367.82 

October 

- 2 820,00 

2 452.18 

367.82 

November 

- 2 820,00 

2 452.18 

367,82 

December 

•2 820.00 

2 452.18 

367.82 

January 

-2 820.00 

2 452,18 

367.82 

February 

• 2 820,00 

2 452,18 

367.82 

March 

- 2 820.00 

2 452,18 

367.82 

April 

- 2 820,00 

2 504,35 

375,65 

May 

- 2 820,00 

2 504,35 

375,65 

June 

- 2 820,00 




v\>i 
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Month 

Monthly 

Adjustment: to 
refuse debtors 
(Decrease) 

L. ... R 

Monthly 

adjustment to 
irevenue 
(Decrease) 

R .. 

Monthly 

: acjlustmentto 
VAt output 
(Decrease) 

R 



2 504,35 

375,65 


- 33 960,00 

29 530,44 

4429,51 


• Inconsistency use of market value of R7 400 000.00 instead of R11 500 000.00 on the billing 
module and the correcting journals effects will be as follows 


MbhtH 

Property rates as 
per hilling:module 
based 

R7 400 000.00 
Market Value 

R 

Property rates 
revenue based on 
ftH-500 000> market 
value 

R 

Monthly 
adjustment to 
property rates 
revenue (Increase) 

R 

July 

22 508,33 

34 979,17 

-12 470,84 

August 

22 508.33 

34 979,17 

-12 470.84 

September 

22 508,33 

34 979,17 

-12 470,84 

October 

22 508.33 

34 979,17 

-12 470.84 

November 

22 508,33 

34 979.17 

-12 470.84 

December 

22 508,33 

34 979.17 

-12 470,84 

January 

22 508,33 

34 979.17 

-12 470,84 

February 

22 508,33 

34 979,17 

-12 470.84 

March 

22 508,33 

34 979,17 

-12 470,84 

April 

22 508.33 

34 979,17 

- 12 470,84 

May 

22 508.33 

34 979,17 

-12 470.84 

June 

22 508.33 

34 979.17 

-12 470,84 


-149 650.08 


Auditor’s conclusion 

• Customer account (6000304) 

Confirmed managements response and this item is resolved. 

• Incorrect use of tariff 

Management’s response is noted. The impact of the error on the population and the related 
adjustment has been assessed and is resolved. 

• Inconsistent use of market values 

Management’s response is noted. The impact of the error on the population and the related 
adjustment has been assessed and is resolved. 

We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 

6. INCONSISTENCIES IN APPLYING THE RENTAL TARIFFS USED BY THE MUNICIPALITY 
Audit finding 

In terms of section 62(1)(b) of the Municipal Finance Management Act (MFMA): “The accounting 
officer of a municipality is responsible for managing the financial administration of the municipality, 
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and must for this purpose take all reasonable steps to ensure that full and proper records of the 
financial affairs of the municipality are kept in accordance with any prescribed norms and 
standards ." 

Section 63 of the MFMA: "Asset and liability management - 

(1) The accounting officer of a municipality is responsible for the management of 

(a) the assets of the municipality, including the safeguarding and the maintenance of those 
assets, and 

(b) the liabilities of the municipality. 

(2) The accounting officer must for the purposes of subsection (1) take all reasonable steps to 
ensure - 

(a) that the municipality has and maintains a management, accounting and information system 
that accounts for the assets and liabilities of the municipality. 

(b) that the municipality's assets and liabilities are valued in accordance with standards of 
generally recognised accounting practice". 

In terms of Page 5 of the Municipality Lease agreement it states the following "5.1) The tenant will 
pay the deposit to the landlord equal to one month’s rental. The landlord will refund the deposit, 
less deductions for unpaid rental, damages and/ or any other amounts due by the tenant to the 
landlord, as soon as reasonably possible after the tenant has, to landlord’s satisfaction, full and 
completely vacated and restored the leased premises. The deposit, or the balance thereof, as the 
case may be, will be refunded to the tenant free of interest. 

5.2) The landlord reserves the right at any time to deduct any amount from the deposit and to apply 
such funds to any amount due by the tenant in terms of this agreemenUn such instance, the 
tenant will, immediately on demand, pay to the landlord the equivalent of the deducted 
amount, thereby restoring the deposit to the original amount. 

As per inspection of the lease agreement entered into by the municipality and tenant it was noted 
that the municipality was owed a Deposit for the rental of the Facility however the balance on the 
related Control account for Rental Deposits does not reconcile to extent of the deposits per the 
agreements. This results in the Municipal properties of the municipality not being adequately safe 
guarded against damage. 

Internal control deficiency 

Oversight by management to ensure that the Lease agreements entered into by the Municipality is 
adhered to. 

Recommendation 

The Municipality should enforce all requirements as per the Lease agreement to ensure that both 
parties to the agreement fulfil their required deliverables. 

The Municipality should maintain a register of all agreements with the related deposits reconciled 
to the general ledger control account. 

Management response 

A deposit fee was withheld for all rental accounts that were opened, which equates to one month’s 
rental fee. The transaction was recorded in the previous financial years on this vote 9200/9240 and 
subsequently after the implementation of Mscoa, the old vote accounts were migrated to the new 
accounts in compliance with mscoa, the new vote where these deposits are recorded is 
D0001/IL43191/F0001/X046/R3633/001/BTO (Default Transactions/Opening Balance/Non-funding 
Transactions/Administrative and Corpo/Ward 5/Default/Budget and Treasury Offi). In the lead 
schedule under trade and other payables, the vote number is 
D0001 /IL00881 /F0001 /X048/R0095/001 /BTO. We have attached system print-out of this account 
where these transactions could be traced. 
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Auditor’s conclusion 

Management response is noted and the completeness of the rental deposit on the general ledger 
was subsequently confirmed. The municipality should ensure that adequate reconciliations for 
leased properties against the liability account holding the consumer deposits are prepared. 

We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 


Asset management 

7. ASSETS WITH NIL BOOK VALUES - USEFUL LIVES NOT RE-ASSESSED 
Audit finding 

In terms of section 63 of the MFMA:"Asset and liability management - (1) The accounting officer of 
a municipality is responsible for the management of 

(a) the assets of the municipality, including the safeguarding and the maintenance of those assets, 
and 

(b) the liabilities of the municipality. 

(2) The accounting officer must for the purposes of subsection (1) take all reasonable steps to 
ensure - 

(a) that the municipality has and maintains a management, accounting and information 
system that accounts for the assets and liabilities of the municipality. 

(b) that the municipality's assets and liabilities are valued in accordance with standards of 
generally recognised accounting practice" 

Furthermore, GRAP 17, Property, plant and Equipment, Paragraph 56 states that:"An entity shall 
assess at each reporting date whether there is any indication that the entity's expectations about 
the residual value and the useful life of an asset have changed since the preceding reporting date. 
If any such indication exists, the entity shall revise the expected useful life and/or residual value 
accordingly. 

GRAP 17, Property, plant and Equipment, Paragraph 57, 

In assessing whether there is any indication that the expected useful life of an asset has changed, 
an entity considers the following indications: 

(a) The composition of the asset changed during the reporting period, i.e. the significant 
components of the asset changed. 

(b) The use of the asset has changed, because of the following: 

(i) The entity has changed the manner in which the asset is used. 

(ii) The entity has changed the utilisation rate of the asset. 

(Hi) The entity has made a decision to dispose of the asset in a future reporting period(s) 
such that this decision changes the expected period over which the asset will be used. 

(iv) Technological, environmental, commercial or other changes that occurred during the 
reporting period that have, or will, change the use of the asset. 

(v) Legal or similar limits placed on the use of the asset have changed. 

(vi) The asset was idle or retired from use during the reporting period. 

(c) The asset is approaching the end of its previously expected useful life. 
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(d) Planned repairs and maintenance on, or refurbishments of, the asset and/or its significant 
components either being undertaken or delayed. 

(e) Environmental factors, e.g. increased rainfall or humidity, adverse changes in temperatures or 
increased exposure to pollution. 

(f) There is evidence that the condition of the asset improved or declined based on assessments 
undertaken during the reporting period. 

(g) The asset is assessed as being impaired in accordance with GRAP 21 and GRAP 26. ” 

It was noted that the fixed asset register consists of assets that have a NIL carrying value which 

are still in use. There is also no evidence of the useful lives of these assets being reviewed. 

The table below lists the original cost of these asset: 


Glass of asset 

Original cost 

R 

PPE 

3 414 978,98 

Intangible assets 

552 804,73 

Total 

3 967 783,66 


This will result in misstatement of property, plant and equipment and the depreciation expense. 

Internal control deficiency 

Lack of adequate review of the fixed asset register to ensure compliance with the requirements of 

GRAP 17. 

Recommendation 

Management should ensure that the useful lives of assets are regularly reviewed and where the 

expectation differs from previous estimates the municipality should re-assess the useful lives as 

per GRAP requirements. 

Management response 

a) There was an oversight when we performed re-assessment of useful lives of several assets at 
the financial year end. 

As part of year FAR reconciliation processes the municipality performed 100% verification of 
assets, noting conditions of all assets and municipal intentions for all assets that were still in 
use with NIL carrying amounts. During this process some assets were omitted on re¬ 
assessments. Re-verification and reassessment have been performed and appropriate 
adjustments will be made to the carrying amount on both the FAR and the AFS. 

b) In terms of National Treasury GRAP 17 Accounting Guideline para 8.6. which states that If an 
entity made an appropriate estimate of the useful lives, residual values and depreciation 
method of an asset based on the information available at the previous reporting dates, it 
continues to measure the assets at Rnil book value. Based on the above we therefore partly 
disagree with the finding for the following reasons. 

• The municipality has also fully depreciated (mostly computer equipment older than 5 years) 
some assets that are scheduled for replacement. Funds were set aside during the year 
under audit for the replacement of the old computer equipment with newer generation 
laptops and PCs which meet the minimum specifications of the various mSCOA service 
providers. Additional funding has also been set aside in the 2019/20 budget for the 
replacement of these assets since resources did not permit for the replacement of the 
assets during one fiscal year. These assets will remain at Rnil book value on both the FAR 
and AFS. Disclosure of the facts will be made on the AFS. 

•<3* ' ' 
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• Several assets are in a poor/very poor condition and no future economic benefit or service 
potential can be expected from these assets. The Municipality made an appropriate 
estimate of the useful lives these assets based on the information available at the previous 
reporting dates, it therefore continues to measure the assets at Rnil book value on both 
FAR and AFS pending approval of council resolution to dispose. Disclosure of the facts will 
be made on the AFS (refer to annexure B for a breakdown of these assets). 

Name: S Ntombela 
Position: Chief Financial Officer 
Date:31.10.2019 

Auditor’s conclusion 

Management's comments relating to assets identified for disposal and pending council resolution is 
noted. We await the disposal list and management’s timeframes for the approval and disposal 
process. 

Regarding the assets marked for replacement but still in use, by virtue of these still being in use 
the useful lives needs to be reassessed and extended. 

Management have subsequently performed the assessment and related adjustments. The 
adjusted financial statements, and asset register was assessed. 

We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 

8. ASSET VERIFICATION - INCORRECT DESCRIPTIONS ON THE ASSET REGISTER 
Audit finding 

In terms of section 63 of the MFMA:"Asset and liability management -(1) The accounting officer of 
a municipality is responsible for the management of 

(a) the assets of the municipality, including the safeguarding and the maintenance of those 
assets, and 

(b) the liabilities of the municipality. 

(2) The accounting officer must for the purposes of subsection (1) take all reasonable steps to 
ensure - 

(a) that the municipality has and maintains a management, accounting and information 
system that accounts for the assets and liabilities of the municipality. 

(b) that the municipality’s assets and liabilities are valued in accordance with standards of 
generally recognised accounting practice" 

During the verification of fixed assets, it was noted that some assets are not properly described on 
the fixed asset register (FAR). The following is an example of assets that do not have proper 
descriptions. Upon further inspection of the invoice, it was discovered that the municipality had 
purchased 50 tables and bundled them as one item in the FAR, instead of disclosing each item 
separately. 


Asset 

code 

Description 

Asset 

category, 

Amount 

R 

issue 

NLM04395 

SQUARE 

TABLES 
(HEAVY DUTY 
PLASTIC TOP) 

Furniture & 

office 

equipment 

55 000 

The description does not specify the number of 
tables owned by the municipality, and we 
therefore cannot determine the appropriateness 
of the asset value disclosed. 
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internal control deficiency 

Lack of adequate review of the fixed asset register to ensure compliance with the requirements of 
GRAP17. 

Recommendation 

Management should ensure that the fixed asset register is regularly reviewed to ensure 
compliance with the requirements of GRAP. 

Management response 

1. Furniture & office equipment 

• There was an oversight regarding the use of an invoice in recognising the tables on the fixed 
asset register and not considering the number of tables purchased. An amendment has been 
made to the FAR and all 50 tables have been disclosed separately. 

• We however do not agree with the auditors comment that aggregating the tables on the FAR 
results in not being able to determine the asset value disclosed as these assets were 
purchased on the same day in the current year and are being depreciated over their 
expected useful lives of 2 years. 

Name: S Ntombela 
Position: Chief Financial Officer 
Date:30.10.2019 


Auditor’s conclusion 

The updated asset register was assessed and the finding is resolved. 

Management’s response regarding the aggregation of assets is noted, however in order to facilitate 
the requirements of GRAP in terms of impairments it is necessary to ensure that each asset is 
separately listed on the asset register. 

We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 


9. FIXED ASSETS REGISTER DOES NOT AGREE TO THE FINANCIAL STATEMENTS 
Audit finding 

In terms of section 63 of the MFMA: "Asset and liability management -(1) The accounting officer of 
a municipality is responsible for the management of 

(a) the assets of the municipality, including the safeguarding and the maintenance of those assets, 
and 

(b) the liabilities of the municipality. 

(2) The accounting officer must for the purposes of subsection (1) take all reasonable steps to 
ensure - 

(a) that the municipality has and maintains a management, accounting and information 
system that accounts for the assets and liabilities of the municipality. 

(b) that the municipality's assets and liabilities are valued in accordance with standards of 
generally recognised accounting practice" 
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The balance as per the fixed asset register do not reconcile to the amounts in the AFS. The 
differences identified are as follows: 


Glass of asset 

AmopntperAFS 

R 

Amount per FAR 

R 

Difference 

R 

Road infrastructure 

104 726 024 

104 669 592 

56 432 

Other assets 

19285133 

19164 762 

120 371 

Total 

176 803 


This above may result in misstatement of property, plant and equipment and the related 
depreciation expense. 

Internal control deficiency 

Lack of adequate review of the fixed asset register and the financial statements to ensure accuracy 
of financial statements. 

Recommendation 

Management should ensure sufficient review of financial statements and its supporting schedules 
and the correct values should be presented. 

Management response 

• The difference resulted from depreciation adjusting journal that was processed on the FIXED 
ASSETS REGISTER and live SAGE system on the 31 August 2019. However, there was an 
oversight when uploading the latest TRIAL BALANCE onto the CASEWARE file. The updated 
SAE TRIAL BALANCE will be uploaded into CASEWARE. 

• The difference resulted from the additional journal that was processed on the live SAGE 
system on the 31 August 2019. However, the FIXED ASSETS REGISTER was not updated 
accordingly. The FAR will be updated accordingly. 

Name: S Ntombela 
Position: Chief Financial Officer 
Date:30.10.2019 

Auditor’s conclusion 

The supporting adjustment together with the adjusted AFS and FAR was assessed and the finding 
resolved. 

We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 
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Expenditure management 

10. EXPENDITURE: MISCLASSIFICATION OF TRANSACTIONS ON THE ANNUAL FINANCIAL 
STATEMENTS 

Audit finding 

Section 62(1)(i) of the Municipal Finance Management Act No. 56 of 2003 states the following: 
General financial management functions — (1) The accounting officer of a municipality is 
responsible for managing the financial administration of the municipality, and must for this purpose 
take all reasonable steps to ensure — 

That the municipality has and maintains effective, efficient and transparent systems — 
i. of financial and risk management and internal control 

GRAP reporting framework paragraph 33 states that presentation and classification of items in the 
financial statements shall be retained from one period to the next unless: 

a. it is apparent, following a significant change in the nature of the entity’s operations or a review 
of its financial statements, that another presentation or classification would be more appropriate 
having regard to the criteria for the selection and application of accounting policies in GRAP 3; 

During the audit of employee cost it was noted that vote number 
00001/IE00121/F0041/X052/R0094/001/Corp (TELEPHONES - MOBILE AND LANDLINE- 
Corporate Services) with a balance of R762 359,70 was classified as employee cost. This vote 
number has transactions relating to telephones and landline expenses for Corporate services. 

Internal control deficiency 

Lack of adequate review of the financial statements for reasonability, consistency and correct 
classification prior to being submitted to the auditors. 

Recommendation 

Management must ensure that: 

The error identified is adjusted on the annual financial statements. 

Annual financial statements are adequately reviewed prior to being submitted for auditing. 

Management response 

• Majority of the transactions on this vote are not misclassified due to the transactions are 
employee cost related, which are other allowances such as data usages by relevant and 
authorised employees of the municipality through Telkom and MTN networks. 

* Telephone and landline related transactions sitting on this vote were reversed except for the 
transactions as per below table, which are misclassified: 


Date 

Reference 

Description 

GL Amount 

R 

2018/10/31 

Bli-80770 

TELEPHONE 

18 283,78 

2018/10/31 

B1-62852 

TELEPHONE 

17 656,41 

2018/12/31 

INV962669 

LINE RENTAL 

10 387,50 

2019/01/29 

INV964780 

TELEPHONE SYSTEM RENTAL 

37 032,64 

2019/01/29 

INV965871 

TELEPHOSE SYSTEM USAGE - 

DECEMBER 2018 

2 344,52 


85 704,85 


Reallocation journals will be provided to auditors. 
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Auditor’s conclusion 

Management response is noted. The supporting adjustment and adjusted AFS has been assessed 
and the finding resolved. 

Management response is noted and the adjusted APR has been verified to reflect the correction. 
We will follow-up on processes to address the internal control deficiency during the 2019 - 2020 
audit. 

11. AWARDS TO SUPPLIERS WITH MEMBERS EMPLOYED IN THE AUDITEE 
Audit Finding 

In terms of SCM Regulation 13(c) A written quotation or bid may not be considered unless the 
provider who submitted the quotation or bid - 
(c) has indicated - 

(i) whether he or she is in the service of the state, or has been in the service of the state in the 
previous twelve months; 

(ii) if the provider is not a natural person, whether any of its directors, managers, principal 
shareholders or stakeholder is in the service of the state, or has been in the service of the 
state in the previous twelve months; or 

(iii) whether a spouse, child or parent of the provider or of a director, manager, shareholder or 
stakeholder referred to in subparagraph (ii) is in the service of the state or has been in the 
service of the state in the previous twelve months. 


During the audit of SCM, procurement and contract management, it was noted that the following 
suppliers did not declare having staff/members that are working in other state institutions: 


SUPPLIER 

NAME 

NAME OF PERSON 

STATE 

INSTITUTION. 

WHERE 

EMPLOYED. 

POSITION / 
JOB TITLE 

i 

DESCRIPTION 
OF AWARD 

» 

TOTAL RAND 
VALUE OF 
AWARD 

R 

VIRGIGA 

TRADING 

ENTERPRISE 

MISS NP MAHAYE 

NKANDLA 

MUNICIPALITY 

ORDINARY 

COUNCILOR 

Catering for 
scouts and 
officials for 20 
people 

1 600,00 

KHASA 

EMERGENCY 

MEDICAL 

SERVICES 

JILI LANGELIHLE 

SIPHIWOKUHLE 

NKANDLA 

MUNICIPALITY 

MUNICIPAL 

MANAGER 

Ambulance for 
Mayoral Cup 
Tournament on 
the 18/08/2018 

8 500,00“ 

QHOSHBO 

TRADING 
ENTERPRISE 
PTY LTD 

MISS NP MAHAYE 

NKANDLA 

MUNICIPALITY 

ORDINARY 

COUNCILOR 

3 tents, sound 
system and 2000 
food packs at 
ward 5 in IDP 
consultation 
meeting held on 
28/11/2018. 

24 300,00 


34 400,00 
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Internal control deficiency 

The Municipality did not ensure compliance with laws and regulations relating to procurement and 
contract management. 

Recommendation 

Management should ensure: 

• That expenditure relating to awards to the above suppliers should be declared as irregular and 
disclosed as such in the annual financial statements; 

• Vetting of suppliers prior to being awarded tenders; and 

• Compliance checklist is reviewed prior to awards being made to suppliers. 

Management response 

Upon our investigation Ms. Nokubonga Mahaye has no relations with Virginia Shezi whom is a 
director of VIRGIGA TRADING ENTERPRISE nor is related to Bonakele Qhoshile Khanyile of 
QHOSHBO TRADING ENTERPRISE PTY LTD. 

Mr LS Jili is also not related to Dr Kukhanyakwezwe Hendrick Ngobese the director of KHASA 
EMERGENCY MEDICAL SERVICES. However, Mr. LS Jili and Dr Kukhanyakwezwe Hendrick 
Ngobese are directors of LSD Investments which is in deregistration process. Similarly, Ms. 
Nokubonga Mahaye and Bonakele Qhoshile Khanyile are directors of ISESIQALILE CO¬ 
OPERATIVE LIMITED which is still active. 

Name: S Ntombela 
Position: Chief Financial Officer 
Date:31 October 2019 

Auditor’s conclusion 

Management response is noted the matter will be followed up during the 2019-2020 audit. 

Employee related cost 

12. INCORRECT OVERTIME RATE USED 
Audit finding 

In terms of the municipality's overtime policy and the BCEA "on any days other than Sundays and 
Public holidays an employee shall be paid at an overtime rate of one and one half (1 A) of the 
employee’s hourly wage rate". 

During the audit of payroll, it was noted that employees were paid 1.33 times their hourly rate for 
overtime worked on weekdays. 

The Impact of the variance has resulted in an understatement of Payroll. The projected 
misstatement over the population is as follows: 


Extrapolation of misstatement 

R 

Sample size 

81 767.10 

Total population 

533 283.00 

% Sampled 

15% 


43 















Management report of Nkandta Municipality 


Extrapolation off misstatement 

R 

Misstatement noted over sample 

3 416. 33 

Projected misstatement over population 

22 281.22 


Internal control deficiency 

The payroll system should have been updated to the terms noted in the policy. 

Recommendation 

The Municipality should update the payroll system to be the same as the municipality policy and 
the BCEA. 

Management response 

The payroll system will be updated and aligned with the overtime policy and Basic Conditions of 
Employment Act. 

Name: S Ntombela 
Position: Chief Financial Officer 
Date: 04/11/2019 

Auditor’s conclusion 

Management response is noted however employee costs and payables are understated. The 
matter will be followed up during the next audit. 

13. PERIODIC REVIEWS OF USER ACCESS RIGHTS NOT PERFORMED (Windows Active 
Directory, Pastel Evolution and PAYDAY) 

Audit finding 

In terms of 62(1 )(b) of the Municipal Finance Act No. 56 of 2003 states ‘the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards.' 

Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
‘Information Technology (IT) Governance - The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

It was noted that there was no evidence of the review of user access rights to ensure that 
accesses assigned on the systems are still in line with employee’s responsibilities. 

A lack of review of accesses granted to users may result in management not being aware of 
individuals who have been assigned access rights that are not in line with their job functions or 
conflicting access rights. This could result in users performing unauthorised activities that are 
incompatible with their roles and responsibilities. 
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Internal control deficiency 

Financial and performance management: IT systems 

• The responsibility to perform user access rights reviews for all systems had been delegated to 
the IT department however insufficient guidance on how these reviews should be performed 
was noted. 

Recommendation 

Management should consider implementing the following controls: 

• The IT department should be responsible for coordinating user access rights reviews and the 
head of each department assigned the accountability to ensure that the user access rights are 
reviewed by an appropriate line manager from within the department. 

Detailed guidance on how to perform user access rights reviews should be documented and 
provided to the staff responsible for performing these reviews. This guidance should include 
the responsibilities of the IT department and the reviewer, timelines for when reviews will be 
performed, details of the reports to be reviewed, the requirement for dating and signing off the 
reviews as well as the process to be followed if changes in accesses assigned are required. 

• Staff should be trained to ensure that they understand how to perform a user access rights 
reviews and the impact and risks associated with not adequately performing these reviews. 
Evidence of such reviews performed and subsequent actions taken should be retained. 

Management response 

The findings and recommendations will be considered; management will identify the personnel that 

will review the user access right. 

Name: NP Xulu & S Ntombela 

Position: Director Corporate Services & CFO 

Date: 05/11/2019 

Auditor’s conclusion 

Management response is noted the matter will be followed up during the 2019 - 2020 audit. 


14. MONITORING OF ADMINISTRATOR ACTIVITIES NOT PERFORMED (Windows Active 
Directory, Pastel Evolution and PAYDAY) 

Audit finding 

In terms of 62(1 )(b) of the Municipal Finance Act No. 56 of 2003 states ‘the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards. ’ 

Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
'Information Technology (IT) Governance - The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
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controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

Administrator activities on the Windows Active Directory, Pastel Evolution and PAYDAY systems 
had not been formally reviewed and monitored for the period under review. 

Users with administrator privileges have full control over the network and IT applications. If 
activities of administrators are not reviewed and monitored on a periodic basis this may result in 
unauthorised activities performed not being detected in a timely manner. In addition, user account 
maintenance activities could be performed by administrators without valid and approved requests 
which may affect the confidentiality, integrity and availability of data stored on the application. 

Internal control deficiency 

Financial and performance management: IT systems 

• A process for the reviewing of administrator activities had not been established and 
documented in the municipality's standard operating procedures. This resulted in staff not 
being aware of the steps to follow to perform administrator activity reviews. 

Recommendation 

Management should consider implementing the following controls: 

• The process to be followed to monitor administrator activities should be specified in a standard 
operating procedure. 

• A senior independent individual should be formally assigned the responsibility for reviewing 
system administrator activities 

• Thereafter, activities of all individuals assigned system administrator privileges should be 
monitored and reviewed by this senior independent person on a regular basis to ensure that all 
user id maintenance activities performed by the system administrator relates to valid and 
approved access requests. Evidence of such reviews should be retained. 

Management response 

Management will delegate personnel to review the administrator activities. 

Name: NP Xulu & S Ntombela 

Position: Director Corporate Service & CFO 

Date:05/11/2019 

Auditor’s conclusion 

Management response is noted, the matter will be followed up during the 2019 - 2020 audit. 

15. CHANGE CONTROL DOCUMENTATION NOT COMPLETED, AND VENDOR ACCESS NOT 
MONITORED (Pastel Evolution) 

Audit finding 

In terms of 62(1 )(b) of the Municipal Finance Act No. 56 of 2003 states ‘the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards. ’ 
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Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
'Information Technology (IT) Governance The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

The following weaknesses were noted regarding the change control process currently implemented 
at the municipality: 

a. No formal change control documentation was completed when application changes were 
implemented 

b. Vendor access was not formally monitored 

c. Changes implemented may not follow an adequate change management process which could 
result in unauthorized changes being deployed to the production environment. 

d. Management may not be aware of the activities and changes performed by vendors if their 
access is not monitored. This may affect the stability of applications as well as the accuracy of 
calculations performed by the applications. 

Internal control deficiency 

Financial and performance management: IT systems 

• The Change Management Procedure developed by the municipality was not adequately 
implemented and adhered to. 

Recommendation 

Management should consider implementing the following controls: 

• Change control documentation as stipulated in the Change Management Procedure should be 
completed and authorised for all system changes implemented 

• Vendor access should be formally monitored and access to systems should only be granted to 
vendors when authorisation by the relevant individuals has been obtained 

Management response 

The Change Management Application Procedure is now in place and it is completed for every 
change that takes place, vendors are monitored by completing the Third Access Application in 
order to work on the system. 

Name: NP Xulu 

Position: Director Corporate Services 
Date: 05/11/2019 

Auditor’s conclusion 

Management response is noted, the matter will be followed up during the 2019 - 2020 audit. 
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16. INADEQUATE ONSITE AND OFFSITE STORAGE FOR BACKUPS (Windows Active 
Directory, Pastel and PAYDAY) 

Audit finding 

In terms of 62(1 )(b) of the Municipal Finance Act No. 56 of 2003 states ‘the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards. ’ 

Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
‘Information Technology (IT) Governance - The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

It was noted that the current onsite and offsite backups of the municipality’s Windows Active 
Directory, Pastel and PAYDAY is inadequate as it has not been operational for the year under 
review, In the event of a disaster, if backups are not kept at an Onsite and offsite location this may 
result in management not being able to restore systems. 

Internal control deficiency 

Financial and performance management: IT systems 

• Non adherence to the documented Backup Policy of the Municipality. 

• This was attributed to a lack of understanding of the risk associated with not having and 
operational Onsite and Offsite backups performed. 

Recommendation 

Management should ensure that resources are made available to acquire the necessary 
equipment to ensure that Backups are conducted regularly. 

Management response 

Active Directory and Payday, will be done once the backup software has been finally procured and 
the process is with SCM. However, Pastel has an Offsite back up which is done every day through 
Iron Tree application. 

Name: NP Xulu 

Position: Director Corporate Services 
Date: 05/11/2019 

Auditor’s conclusion 

Management response is noted the matter will be followed up during the 2019 - 2020 audit. 
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17. ANTI-VIRUS USED BY THE MUNICIPALITY IS NOT FULLY DEPLOYED TO ALL 
EMPLOYEES 

Audit finding 

In terns of 62(1 )(b) of the Municipal Finance Act No. 56 of 2003 states ‘the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards .' 

Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
‘Information Technology (IT) Governance - The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

Through Inspection of the Anti-Virus Software (Symantec) used by the Municipality it was noted 
that the software was outdated. The software protects the Municipality against Virus and spyware 
protection, Proactive Threat protection and Network Threat protection. The Municipality is at risk of 
cyber attacks 

Internal control deficiency 

Financial and performance management: IT systems 

• No adherence to the documented IT Security Policy and ICT Disaster Recovery Plan. 

• As per the Municipalities IT Security Policy, Malicious Software Protection “Remote access 
users shall be protected against malicious software through the installation of antivirus and 
firewall software. Mechanisms shall be established to ensure antivirus software is updated as 
soon as new versions become available.” 

• As per the Municipalities ICT disaster recovery plan, Potential Threats and Preventative 
Measures Cyber Terrorism, This may occur when someone sends data, especially email that 
contains viruses for the purpose of destroying a particular system in Nkandla Local 
Municipality. Remedial Action, Antivirus software shall be regularly updated in all computers." 

Recommendation 

Management should ensure that resources are made available to ensure that the Anti-Virus of the 
Municipality is on all official’s desktop or laptop. 

Management response 

Agreed, the Anti-Virus will be properly deployed to all workstations. 

Name: NP Xulu 

Position: Director Corporate Services 
Date: 05/11/2019 

Auditor’s conclusion 

Management response is noted the matter will be followed up during the next audit. 
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18. PATCH MANAGEMENT 
Audit finding 

In terms of 62(1 )(b) of the Municipal Finance Act No. 56 of 2003 states ‘the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards. ’ 

Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
'Information Technology (IT) Governance -The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

A Patch as defined by the Nkandla Municipalities Patch Management policy is “A fix to a known 
problem with an OS or Software program. For the purposes of this document, the term “patch" will 
include software updates." 

The following Concerns were noted regarding the Patch Management process currently 
implemented at the municipality: 

The purpose of the Patch Management is to proactively prevent the exploitation of vulnerabilities to 
the computing and related devices. Ouring the audit of the IT Component of the Municipality it was 
noted that there was no evidence of review, evaluation of software patches. There is no use of any 
automated tools, to create a detailed list of all currently installed software on workstations, servers 
and other networked devices. The Municipality’s policy provides for a manual audit to be 
conducted on any system or device when an automated tool is not available of which there is no 
evidence of this. The Risk of noncompliance to the Patch Management policy is vulnerability to the 
network and computing devices of Nkandla Local Municipality. 

Internal control deficiency 

Financial and performance management: IT systems 

• No adherence to the documented Patch Management Policy. 

• As per the Municipalities Patch Management Policy “All computers and network devices must 
be maintained at service provider supported levels and critical security patches must be 
applied.” 

Recommendation 

The procedures contained in the Patch Management Policy that have been developed should be 
implemented within the municipality. Maintaining a comprehensive inventory of all IT assets 
(hardware and software) will ensure that all commissioned and decommissioned systems 
unpatched on the network are identified and rectified accordingly. All computers and network 
devices must be maintained at service provider supported levels. 

Management response 

The Patch Management policy is in place and will be presented to third parties application in order 
to perform all security patches that are required by each application. 


.*>. 
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Name: NP Xulu 

Position: Director Corporate Services 
Date: 05/11/2019 

Auditor’s conclusion 

Management response is noted the matter will be followed up during the 2019 - 2020 audit. 

19. EXPIRED CONTRACT FOR THE PAYDAY APPLICATION 
Audit finding 

In terms of 62(1)(b) of the Municipal Finance Act No.56 of 2003 states 'the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards .' 

Also, in terms of MFMA Circular No 65 Part 1 Audit Committee, Roles and responsibilities. 
‘Information Technology (IT) Governance - The audit committee also needs to provide advice on IT 
governance, controls, access, safeguarding of information in the municipality and its entities. 
Specific expertise may be required from within or outside the municipality from time to time, to 
assist the internal audit unit and audit committee formulate recommendations on systems and 
controls. The committee may have to advise on the appropriateness of disaster recovery and 
continuity plans supporting IT risks, regular testing and evaluation of plans, systems and 
processes. 

During the IT Control environment, it was noted that the Contract for the Payday Utilised by the 
Payroll Department Expired in June 2012, The Municipality has since enforced the month to month 
clause stipulated within the contract, the Municipality has not conducted the Competitive Bidding 
process in the 6 years since the contracts stipulated end date No Evidence of review of the 
contract terms and conditions or the review of the performance of the Contractor could be 
provided. 

internal control deficiency 

No Adherence to the Kwazulu-Natal Provincial Contract Management Procedure Manual. As per 
the Kwazulu-Natal Provincial Contract Management Procedure Manual: “closeout / renewal stage 
includes necessary actions to end or renew the agreement and associated. Performance review, 
whether the contract is due to be closed, extended or renewed the contract is reviewed in order to 
determine the Service provider's performance with respect to the contract deliverables." 

Recommendation 

The Procedures contained in the Kwazulu-Natal Provincial Contract Management Procedure 
Manual should be implemented within the municipal. 

As per the Kwazulu-Natal Provincial Contract Management Procedure Manual: 
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Task 

Taik Description 

Input 

Output 

Role Player 

1. Ptriwmintt flivltwt 

* The process for conducting Service provider performance 

reviews * triggered by the impending expiration of the 

contract. 

s Before closeout or renewal, the Contract Manager and 
Contract Owner mutt complete a Financial and legal 

Review of the contract and develop an action plan to 

address all Issues raised in the review process. 

^ The Contract Owner and Contract Manager must confirm 

that th* terms and condtt oni of the contract were 

enforced, such that delivery and payments were carried 

out m accordance with the contract. 

v The Contract Owner and Contract Manager should 
measure the Sendee provider's performance at agreed 

intervals, using Key Performance Indicators that are 

relevant to the essence of the contract. 

^ Audits of tho contract should be conducted, by a different 
team to that responsible for Contract Management, to 

gauge the effectiveness of the controb that were put >n 

place for Contract Management. 

* Audits should be extended to other stakeholders, 

regarding the quality of the goods, services and/ or works 

they provided or received. 

* Approved Budget 

* Approved 

Procurement Plan 

^ BAS Reports 

^ Payment Vouchers 

^ Contract F le 

* Contract Register 

* Audit Report 

Annexure ®: 

Financial and 

Legal Review 

Tool 

* Contract 

Manager 

^ Contract 

Owner 

* Internal Audi 

Unit 

2. Normal/ Catty Termination/ 

Auto Renew/ Com pel Hive 

* The process for Norms,)/ Early Termination/ Auto Renew/ 

Competitive Bidding Process is triggered by the 

^ Contract File 

* Contract Register 

* Closeout Report 

^ Service provider 

* Contract 

Administrator 


Task 

Task Description 

Input 

Output 

Role Player 

Bidding Process 

completion of the F n antis 1 and legal Review. 

* The Contract Manager mutt maloti n records or logs for 
archiving purposes at the complet on of the contract. 

v The Contract Administrator should review the Contract 

Register on a regular basts to ensure the validity of the 

contracts and to facilitate the identification of expiring 

contracts. 

^ While reviewing the Contract Register the Contract 
Administrator must give consideration to the following 

factors: 

* The renewal process for contracts that are stil 

required by the Institution should be started three 

months before the expiry date. 

* Review the contracts that have expired and nearing 

expiry to assets whether there Is still a need for the 

good or service that was catered for on the 

contract. 

* Input from the Contract Owner and reference to 

the Procurement Plan)*) will be required. 

* For each contract that requires renewal, the 

contract management section should review 

Vendor performance with the Contract Owner to 

determine Vendor performance. 

* If there Is no longer a need for a particular good or 

service, an expired contract should not be renewed. 

✓ 

Notification 

letters 

* Performance 

Report 

* Specifications 

for renewal 

* Contract 

Manager 

^ Contract 

Owner 


Management response 

The process of appointing a service provider for the Payroll and HR system is underway, process 
is at adjudication stage. 

Name: NP Xulu & S Ntombela 

Position: Director Corporate Services & CFO 
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Auditor’s conclusion 

Management response is noted the matter will be followed up during the next audit. 
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Annexure D: Performance management and reporting framework 


The Performance Management and Reporting Framework (PMRF) consists of the following: 

• Legislation applicable to performance planning, management and reporting, which includes 
the following: 

o MFMA 

o Municipal Systems Act, 2000 (MSA) 

o Regulations for planning and performance management, 2001, issued in terms of the 
MSA. 

o Municipal performance regulations for municipal managers and managers directly 
accountable to municipal managers, 2006, issued in terms of the MSA. 

• The Framework for Managing Programme Performance Information (FMPPI), issued by the 
National Treasury (NT). This framework is applicable to all spheres of government, 
excluding parliament and provincial legislatures. 

• Circulars and guidance issued by the NT regarding the planning, management, monitoring 
and reporting of performance against predetermined objectives. 
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Annexure E: Auditor-general's responsibility for the audit of the 
reported performance information 


1. As part of our engagement conducted in accordance with ISAE 3000, we exercise 
professional judgement and maintain professional scepticism throughout our reasonable 
assurance engagement on reported performance information for selected development 
priority. 

2. We are independent of the municipality in accordance with the International Ethics 
Standards Board for Accountants' Code of ethics for professional accountants (IESBA 
code) together with the ethical requirements that are relevant to our audit in South 
Africa. We have fulfilled our other ethical responsibilities in accordance with these 
requirements and the IESBA code. 

QUALITY CONTROL RELATING TO ASSURANCE ENGAGEMENTS 

3. In accordance with the International Standard on Quality Control 1, the Auditor-General 
of South Africa maintains a comprehensive system of quality control that includes 
documented policies and procedures on compliance with ethical requirements and 
professional standards. 

REPORTED PERFORMANCE INFORMATION 

4. In addition to our responsibility for the assurance engagement on reported performance 
information as described in the auditor's report, we also: 

• identify and assess risks of material misstatement of the reported performance 
information, whether due to fraud or error, design and perform audit procedures 
responsive to those risks, and obtain audit evidence that is sufficient and 
appropriate to provide a basis for our opinion. In making those risk assessments, 
we consider internal control relevant to the management and reporting of 
performance information per selected [development priority/ objective] in order to 
design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the [type of auditee]’s 
internal control. 

• evaluate the documentation maintained by the municipality that supports the 
generation, collation, aggregation, monitoring and reporting of performance 
indicators/measures and their related targets for the selected development priority. 

• evaluate and test the usefulness of planned and reported performance information, 
including presentation in the annual performance report, its consistency with the 
approved performance planning documents of the municipality and whether the 
indicators and related targets were measurable and relevant. 

• evaluate and test the reliability of information on performance achievement to 
determine whether it is valid, accurate and complete. 

COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 

5. We communicate with the accounting officer regarding, among other matters, the 
planned scope and timing of the audit and significant audit findings, including any 
significant deficiencies in internal control that we identify during our audit. 

We also confirm to the accounting officer that we have complied with relevant ethical 
requirements regarding independence, and communicate all relationships and other 


% 
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matters that may reasonably be thought to bear on our independence and, where 
applicable, related safeguards. 
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Annexure F: Assessment of internal controls 


Below is our assessment of implementing the drivers of internal control based on significant 
deficiencies identified during our audit of the financial statements, the annual performance 
report and compliance with legislation. Significant deficiencies occur when internal controls 
do not exist, are not appropriately designed to address the risk, or are not implemented. 
These either had caused, or could cause, the financial statements or the [annual 
performance report/insert name of performance report] to be materially misstated, and 
material instances of non-compliance with legislation to occur. 

The internal controls were assessed as follows: 


sz 

The required preventative or detective controls were in place. 

© 

Progress was made on implementing preventative or detective controls, but 
improvement is still required, or actions taken were not or have not been 
sustainable. 

• 

Internal controls were either not in place, were not properly designed, were not 
implemented or were not operating effectively. Intervention is required to design 
and/or implement appropriate controls. 


The movement in the status of the drivers from the previous year-end to the current year-end 
is indicated collectively for each of the three audit dimensions under the three fundamentals 
of internal control. The movement is assessed as follows; 


1* 

Improved 

o 

Unchanged* 

4 

Regressed 



Financial 

statements 

Performance 

reporting 1 

Compliance with 
feglaiatibn 


: Current ‘ 
year 

Jprlpryear 

Current ^rioryear 

year 

Current [prior year 
year 

Leadership 

Overall movement from previous 
assessment 

ft 

1* 

1* 

• Provide effective leadership based on a 
culture of honesty, ethical business 
practices and good governance, and 
protecting and enhancing the best interests 
of the entity 

© 

© 

© 

© 

© 

© 

• Exercise oversight responsibility regarding 
financial and performance reporting and 
compliance as well as related internal 
controls 

© 

© 

© 

© 

© 

© 

• Implement effective human resource 
management to ensure that adequate and 
sufficiently skilled resources are in place 
and that performance is monitored 

© 

© 

© 

© 

© 

© 
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-__— 

Financial 

statements 

Performance 

reporting 

Compliance with 
legislation 


Current 

year 

Prior year 

Current 

year 

Prior year 

Current j 
year 

Prior year 

• Establish and communicate policies and 
procedures to enable and support the 
understanding and execution of internal 
control objectives, processes and 
responsibilities 

© 

© 

© 

© 

© 

© 

• Develop and monitor the implementation of 
action plans to address internal control 
deficiencies 

© 

© 

© 

© 

© 

© 

* Establish and implement an information 
technology governance framework that 
supports and enables the business, delivers 
value and improves performance 

© 

© 

N/A 

N/A 

N/A 

N/A 

Financial and performance management 

Overall movement from previous 
assessment 



1* 

* Implement proper record keeping in a timely 
manner to ensure that complete, relevant 
and accurate information is accessible and 
available to support financial and 
performance reporting 

© 

© 

© 

© 

© 

© 

• Implement controls over daily and monthly 
processing and reconciling transactions 

© 

© 

© 

© 

© 

© 

• Prepare regular, accurate and complete 
financial and performance reports that are 
supported and evidenced by reliable 
information 

• 

• 

© 

• 

© 

• 

* Review and monitor compliance with 
applicable legislation 

© 

© 

© 

© 

© 

© 

* Design and implement formal controls over 
information technology systems to ensure 
the reliability of the systems and the 
availability, accuracy and protection of 
information 

© 

© 

© 

© 

N/A 

N/A 

Governance 

Overall movement from previous 
assessment 

<£> 

<=> 


* Implement appropriate risk management 
activities to ensure that regular risk 
assessments, including the consideration of 
information technology risks and fraud 
prevention, are conducted and that a risk 
strategy to address the risks is developed 
and monitored 

© 

© 

© 

© 

© 

© 

* Ensure that there is an adequately 
resourced and functioning Internal audit unit 
that identifies internal control deficiencies 
and recommends corrective action 

© 

© 

© 

© 

© 

© 



60 















































Management report of Nkandla municipality 



Financial 

statements 

■ 

Performance 

reporting. 

Compliance with 
legislation 


Current 

year 

Prior year 

Current 

year 

Prior year 

Current 

year 

Prior year 

effectively. 







• Ensure that the audit committee promotes 
accountability and service delivery through 
evaluating and monitoring responses to 
risks and overseeing the effectiveness of the 
internal control environment, including 
financial and performance reporting and 
compliance with legislation 

© 

© 

© 

© 
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Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Accounting Officer's Responsibilities and Approval 


The accounting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate 
accounting records and is responsible for the content and integrity of the annual financial statements and related financial 
information included in this report* It is the responsibility of the accounting officer to ensure that the annual financial 
statements fairly present the state of affairs of the municipality as at the end of the financial year and the results of its 
operations and cash flows for the period then ended. The external auditors are engaged to express an independent opinion 
on the annual financial statements and were given unrestricted access to all financial records and related data. 

The annual financial statements have been prepared in accordance with Standards of Generally Recognised Accounting 
Practice (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board. 

The annual financial statements are based upon appropriate accounting policies consistently applied and supported by 
reasonable and prudent judgements and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established 
by the municipality and places considerable importance on maintaining a strong control environment. To enable the 
accounting officer to meet these responsibilities, the sets standards for internal control aimed at reducing the risk of error 
or deficit in a cost effective manner. The standards include the proper delegation of responsibilities within a clearly defined 
framework, effective accounting procedures and adequate segregation of duties to ensure an acceptable level of risk. 
These controls are monitored throughout the municipality and all employees are required to maintain the highest ethical 
standards in ensuring the municipality's business is conducted in a manner that in all reasonable circumstances is above 
reproach. The focus of risk management in the municipality is on identifying, assessing, managing and monitoring all known 
forms of risk across the municipality. While operating risk cannot be fully eliminated, the municipality endeavours to 
minimise it by ensuring that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed 
within predetermined procedures and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management, that the system 
of internal control provides reasonable assurance that the financial records may be relied on for the preparation of the 
annual financial statements. However, any system of internal financial control can provide only reasonable, and not 
absolute, assurance against material misstatement or deficit 

The accounting officer has reviewed the municipality's cash flow forecast for the year to 30 June 2020 and, in the light of 
this review and the current financial position, he is satisfied that the municipality has or has access to adequate resources 
to continue in operational existence for the foreseeable future. 

The external auditors are responsible for Independently reviewing and reporting on the municipality’s annual financial 
statements. The annual financial statements have been examined by the municipality's external auditors and their report is 
presented on page 4. 

I also certify that salaries, allowances and benefits of Councillors, loans made to Councillors, if any, and payments made to 
Councillors for loss of office as disclosed in the Annual Financial Statements below are within the upper limits of the 
framework envisaged in Section 219 of the Constitution, read in conjunction with the Public Office Bearers Act and the 
Minister of Provincial and Local Government’s determination in accordance with this Act. 

The annual financial statements set out on page 54, which have been prepared on the going concern basis, were approved 
by the accounting officer on 31 August 2019 and were signed by: 


Mr LS Jill 

Accounting Officer 
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Statement of Financial Position as at 30 June 2019 



Note(s) 

2019 

R 

2018 

Restated" 

R 

Assets 




Current Assets 




Receivables from non-exchange transactions 

7 

5,473,650 

2,968.586 

VAT receivable 

9 

1.846,453 

1,391,156 

Receivables from exchange transactions 

6 

8.701,509 

7,183,088 

Cash and cash equivalents 

10 

5,267.911 

1,512,771 



21,289,523 

13,055,603 

Non-Current Assets 




Investment property 

3 

4.738,039 

4,969,528 

Property, plant and equipment 

4 

316,043,617 

302,700,037 

Intangible assets 

5 

451,247 

657,254 



321,232,903 

308,326,819 

Total Assets 


342,522,426 

321,382,422 

Liabilities 




Current Liabilities 




Payables from exchange transactions 

13 

26,541,566 

18,206,546 

Unspent conditional grants and receipts 

11 

4,941,760 

1,742,146 

Provisions 

12 

17.570 

51.207 



31,500,896 

19,999*899 

Non-Current Liabilities 




Provisions 

12 

7,620,389 

7,272,115 

Total Liabilities 


39,121,285 

27,272,014 

Net Assets 


303,401,141 

294,110,408 

Accumulated surplus 


303,401,141 

294,110,408 


See Note 35 
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Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Statement of Financial Performance 

2019 2018 

Restated* 

Note(s) R R 


Revenue 


Revenue from exchange transactions 


Service charges 

14 

13,775,423 

10,449,201 

Rental of facilities and equipment 

15 

1,211,204 

973,611 

Interest on consumer debtors 

16 

1,324,803 

1,303,432 

Other income 

17 

916,800 

953,806 

Interest received - investment 

18 

1,428,471 

834,708 

Total revenue from exchange transactions 

Revenue from non-exchange transactions 


18,656,701 

14,514,758 

Taxation revenue 

Property rates 

19 

24,792,323 

20,776,805 

Transfer revenue 

Government grants & subsidies 

20 

124,853,386 

112,350,301 

Other Income 

21 

178,276 

121,499 

Total revenue from non-exchange transactions 


149,823,985 

133,248,605 

Total revenue 


168,460,686 

147,763,363 

Expenditure 

Employee related costs 

22 

(47,794,501) 

(44,207,872) 

Remuneration of councillors 

23 

(9,421,810) 

(8,973,444) 

Depreciation and amortisation 

24 

(17,465,991) 

(14,352,141) 

Lease rentals on operating lease 

30 

(4,195,033) 

(3,921,995) 

Debt Impairment 

25 

(1,560,116) 

(3,058,084) 

Bulk purchases - Electricity 

26 

(11,087,107) 

(11,075,818) 

Contracted services 

27 

(11,464,387) 

(8,440,383) 

General Expenses 

28 

(56,492,602) 

(45,098,899) 

Total expenditure 


(159,481,547) 

(139,128,636) 

Operating surplus 


8,999,139 

8,634,727 

Surplus or (Loss) on disposal of assets 


354,650 

67,998 

Assets written-off 


(63,056) 

291,594 

(297,864) 

(229,866) 

Surplus for the year 


9,290,733 

8,404,861 


* See Note 35 
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Statement of Changes in Net Assets 



Accumulated 

Total net 


surplus 

assets 


R 

R 

Balance at 01 July 2017 

Changes in net assets 

337,864,554 

337,864,554 

Prior period errors 

(52.159,007) 

(52,159,007) 

Net income (losses) recognised directly in net assets 

(52,159,007) 

(52,159,007) 

Surplus for the year 

8,404 t 861 

8,404.861 

Total recognised income and expenses for the year 

(43,754,146) 

(43,754,146) 

Total changes 

(43.754,146) 

(43,754,146) 

Restated* Balance at 01 July 2018 

Changes in net assets 

294,110,408 

294,110,408 

Surplus for the year 

9,290,733 

9,290,733 

Total changes 

9,290,733 

9,290,733 

Balance at 30 June 2019 

303,401,141 

303,401,141 


Note 35 


See Note 35 


7 












Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Cash Flow Statement 



2019 

2018 




Restated* 


Note(s) 

R 

R 

Cash flows from operating activities 




Receipts 




Sale of goods and services 


36,610,797 

33,670,536 

Grants 


128,053,000 

112,101,843 

Interest income 


1,428,471 

834,708 



166,092,268 

146,607,087 

Payments 




Employees costs and councillors 


(57,302,015) 

(52,400,086) 

Suppliers 


(74,954,631) 

(73.462.081) 



(132,256,646) (125,862,167) 

Net cash flows from operating activities 

31 

33,835,622 

20,744,920 

Cash flows from investing activities 




Purchase of property, plant and equipment 

4 

(30,435,133) 

(20,039,084) 

Proceeds from sale of property, plant and equipment 

4 

354,650 

- 

Net cash flows from investing activities 


(30,080,483) 

(20,039,084) 

Net increasef(decrease) in cash and cash equivalents 


3,755,139 

705,836 

Cash and cash equivalents at the beginning of the year 


1,512.771 

806,935 

Cash and cash equivalents at the end of the year 

10 

5,267,910 

1,512,771 


* See Note 35 
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Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 


Approved 

budget 

R 

Adjustments 

R 

Final Budget Actual amounts Difference Reference 

on comparable between final 
basis budget and 

actual 

R R R 


Statement of Financial Performance 
Revenue 


Revenue from exchange 
transactions 


Service charges 

14,226,000 

- 

14,226,000 

13,775,423 

(450,577) 


Rental of facilities and 

906,000 

- 

906,000 

1,211,204 

305,204 

1 

equipment 







Interest on consumer debtors 

1.300,000 

- 

1,300,000 

1,324,803 

24,803 

2 

Other income 

424,000 

(33,000) 

391,000 

916,800 

525,800 

3 

Interest received - investment 

900,000 

- 

900,000 

1,428.471 

528,471 

4 

Total revenue from exchange 

17,756,000 

(33,000) 

17,723,000 

18,656,701 

933,701 


transactions 







Revenue from non-exchange 







transactions 







Taxation revenue 







Property rates 

21.002,000 

2.912,000 

23,914,000 

24,792,323 

878,323 

5 

Transfer revenue 







Government grants & subsidies 

128,340,000 

3,000,000 

131,340,000 

124,853,386 

(6,486,614) 

5, 6 & 7 

Other transfer revenue 1 

- 

- 

- 

178,276 

178,276 


Total revenue from non¬ 

149,342,000 

5,912,000 

155,254,000 

149,823,985 

(5,430,015) 


exchange transactions 







Total revenue 

167,098,000 

5,879,000 

172,977,000 

168,480,686 

(4,496,314) 


Expenditure 







Employee costs 

(43,052,000) 

- 

(43,052,000) 

(47,794,501) 

(4,742,501) 

8 

Remuneration of councillors 

(10,199,000) 

799,000 

(9,400,000) 

(9,421,810) 

(21,810) 


Depreciation and amortisation 

(13,000,000) 

- 

(13,000,000) 

(17,465,991) 

(4,465,991) 

9 

Lease rentals on operating tease 

- 

(4,110,000) 

(4,110,000) 

(4,195.033) 

(85,033) 


Bad debts written off and Debt 

(3,500,000) 

- 

(3,500,000) 

(1,560,116) 

1,939,884 


impairment 







Bulk purchases 

(12,000,000) 

- 

(12,000,000) 

(11,087,107) 

912,893 

10 

Contracted Services 

(23.056,000) 

(7,667.000) 

(30,723,000) 

(11,464,387) 

19,258,613 

11 

General Expenses 

(34,578,000) 

1,985,000 

(32,593,000) 

(56,492,602) 

(23,B99,602) 

12 

Total expenditure 

(139,385,000) 

(8,993,000) (148,378,000) 

(159,481,547) 

(11,103,547) 


Operating surplus 

27,713,000 

(3,114,000) 

24,599,000 

8,999,139 

(15,599,861) 


Gain on disposal of assets and 

- 

314,000 

314,000 

354,650 

40,650 

13 

liabilities 







Assets written-off 

- 

- 

- 

(63,056) 

(63,056) 



- 

314,000 

314,000 

291,594 

(22,406) 


Surplus before taxation 

27,713,000 

(2,800,000) 

24,913,000 

9,290,733 

(15,622,267) 


Actual Amount on Comparable 

27,713,000 

(2,800,000) 

24,913,000 

9,290,733 

(15,622,267) 



Basis as Presented In the 
Budget and Actual 
Comparative Statement 
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Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 


Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 


Approved 

budget 

R 

Adjustments 

R 

Final Budget - Actual amounts Difference Reference 

on comparable between final 
basis budget and 

actual 

R R R 


The Variences of less than 10% in revenue are considered to be immaterial while all variances in expenditure are 
considered material and reasons for vareinceis are provided below on these basis. 

(1) Rental of facilities and equipment- Municipality evacuated all non paying tenants and those premises were let to new 
paying tenants. This resulted in increase in rental of facilities income. 

(2) interest on consumer debtors -Variance is insignificant and therefore considered to beinline with budget 

(3) Other income- Municipality started operation DLTC where Learners licences are issued, renew drivers licences and 
issuing of traffic fines. This resulted in increased revenue than budgeted. There were no indication during budgeting that 
DLTC could be in operation. 

(4) Interest on investment - Municipality received an INEG grant and an additional R3 Million for MIG in the current financial 
year from which interest was derived from temporary investments. These grants were not received previous financial year 
from which our budget was based., 

(5) Community library Service- R4 641 000 was gazetted but only R1 560 000 was actually received from Arts and Culturet 

(6) Nkungumathe Lodge grant was gazzetted but never received 

(7) Ring-fenced Municipal Infrastructure Grant- There is an unspent portion on ring fenced MIG which has not been 
recognised as income. The budget was based on amount being fully spent 

(6) Employee related costs - Municipality reviewed organogram and there were new posts created and filled, and also the 
budget was aligned to the previous year’s actual and did not take into account proposed salary increments. 

(9) Depreciation and amortisation - Municipality accelerated the completion of certain capital projects and commenced with 
depreciation on those asset. 

(10) Bulk purchases - Municipality procured new metres that reports immediately if there is electricity theft, this has resulted 
in decreased electricity purchases compared to last financial year.. 

(11) Contracted services - Contracted services budget includes misallocations from other expenditure accounts e.g lease 
rentals and general expenditure. 

(12) General expenditure - Implementation of Mscoa resulted in most of general expenditure being classified to contracted 
services while its general in nature. The overall actual total of contracted and general is inline with budgeted amount, there 
is an insignificant variance. 

(13) Gain on disposal of assets and liabilities- Assets were disposed through auction, therefore bidders were competing and 
proceeds were far above municipality’s expectations. 
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Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Accounting Policies 


1. Presentation of Annual Financtai Statements 

The annual financial statements have been prepared in accordance with the Standards of Generally Recognised 
Accounting Practice (GRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal 
Finance Management Act (Act 56 of 2003). 

These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with 
historical cost convention as the basis of measurement, unless specified otherwise. They are presented in South African 
Rand. 

A summary of the significant accounting policies, which have been consistently applied in the preparation of these annual 
financial statements, are disclosed below. 

These accounting policies are consistent with the previous period. 

1.1 Presentation currency 

These annual financial statements are presented in South African Rand, which is the functional currency of the municipality. 

1.2 Going concern assumption 

These annual financial statements have been prepared based on the expectation that the municipality will continue to 
operate as a going concern for at least the next 12 months. 

1.3 Significant Judgements and sources of estimation uncertainty 

In preparing the annual financial statements, management is required to make estimates and assumptions that affect the 
amounts represented in the annual financial statements and related disclosures. Use of available information and the 
application of judgement is inherent in the formation of estimates. Actual results in the future could differ from these 
estimates which may be material to the annual financial statements. Significant judgements include: 

Provisions 

Provisions were raised and management determined an estimate based on the information available. Additional disclosure 
of these estimates of provisions are included in note 12 - Provisions. 

Provision for landfill site 

The entity has an obligation to rehabilitate it's landfill site in terms if it's license stipulations. Provision is made for this 
obligation based on the size / extent of the land to be rehabilitated, the rehabilitation cost per square metre, the monitoring 
cost per square metre, and the rehabilitation period. Current costs are projected using the average rate of inflation over the 
remaining period until rehabilitation, and then discounted to their present value to represent the time value of money. 

Other provisions 

The municipality^ other provisions consist of a provision for long service award. Provisions are measured as the present 
value of the estimated future outflows required to settle the obligation. 

Additional disclosure of these estimates of provisions are included in note 12 - Provisions. 

Allowance for doubtful debts 

The measurement of receivables is derived after consideration of the allowance for doubtful debts. Management makes 
certain assumptions regarding the categorisation of debtors into groups with similar risk profiles so that the effect of any 
impairment on a group of receivables would not differ materially from impairment that would have been determined had 
each debtor been assessed for impairment on an individual basis. The determination of this allowance Is predisposed to the 
utilisation of estimates.assumptions and management judgements. In determining this allowance the estimates are made 
about the probability of recovery of the debtors based on their past payments history and risk profile. The municipality firstly 
assesses whether objectve evidence of impairment exists individually for financial assets that are individually significant and 
collectively for financial assets that are not significant. 
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Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Accounting Policies 


1.4 Investment property 

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital 
appreciation or both, rather than for: 

• use in the production or supply of goods or services or for 

• administrative purposes, or 

• sale in the ordinary course of operations. 

Owner-occupied property is property held for use in the production or supply of goods or services or for administrative 
purposes. 

Investment property is recognised as an asset when, it is probable that the future economic benefits or service potential that 
are associated with the investment property will flow to the municipality, and the cost or fair value of the investment property 
can be measured reliably. 

Investment property is initially recognised at cost. Transaction costs are included in the initial measurement. 

Where investment property is acquired through a non-exchange transaction, its cost is its fair value as at the date of 
acquisition. 

Costs include costs incurred initially and costs incurred subsequently to add to, or to replace a part of, or service a property. 
If a replacement part is recognised in the carrying amount of the investment property, the carrying amount of the replaced 
part is derecognised. 

Cost model 

Investment property is carried at cost less accumulated depreciation and any accumulated impairment losses. 

Depreciation is provided to write down the cost, less estimated residual value over the useful life of the property, which is 
as follows: 

Item Useful life 

Property - land indefinite 

Property - buildings 30 years 

Investment property is derecognised on disposal or when the investment property is permanently withdrawn from use and 
no future economic benefits or service potential are expected from its disposal. 

Gains or losses arising from the retirement or disposal of investment property is the difference between the net disposal 
proceeds and the carrying amount of the asset and is recognised in surplus or deficit in the period of retirement or disposal. 

Compensation from third parties for investment property that was impaired, lost or given up is recognised in surplus or 
deficit when the compensation becomes receivable. 

Property interests held under operating leases are classified and accounted for as investment property in the following 
circumstances: 

When classification is difficult, the criteria used to distinguish investment property from owner-occupied property and from 
property held for sate in the ordinary course of operations, including the nature or type of properties classified as held for 
strategic purposes, are as follows: 

The nature OR type of properties classified as held for strategic purposes are as follows 

The municipality separately discloses expenditure to repair and maintain investment property in the notes to the annual 
financial statements (see note ), 

The municipality discloses relevant information relating to assets under construction or development, in the notes to the 
annual financial statements (see note ). 
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Nkandla Municipality 

(Registration number KZN 2B6) 

Annual Financial Statements for the year ended 30 June 2019 

Accounting Policies 


1.5 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use in the 
production or supply of goods or services, rental to others, or for administrative purposes, and are expected to be used during 
more than one period. 

The cost of an item of property, plant and equipment is recognised as an asset when: 

• it is probable that fiiture economic benefits or service potential associated with the item will flow to the 
municipality; and 

* the cost of the item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring the asset to the 
location and condition necessary for it to be capable of operating in the manner intended by management. Trade discounts and 
rebales are deducted in arriving at the cost. 

Where an asset is acquired through a non-exchange transaction, its cost is its fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the 
acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up. 

When significant components of an item of property, plant and equipment have different useful lives, they are accounted for as 
separate items (major components) of property, plant and equipment. 

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred 
subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of 
property, plant and equipment, the carrying amount of the replaced part is derecognised. 

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in the location 
and condition necessary for it to be capable of operating in the manner intended by management 

Major spare parts and stand by equipment which are expected lo be used for more than one accounting period are included in 
property, plant and equipment. In addition, spare parts and stand by equipment which can only be used in connection with an 
item of property, plant and equipment are accounted for as property, plant and equipment 

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet the 
recognition criteria above are included as a replacement in the cost of the item of property, plant and equipment. Any remaining 
inspection costs from the previous inspection are derecognised. 

Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses. 

The useful Lives of items of property, plant and equipment have been assessed as follows 


Item 


Average useful life in 
years 


Infrastructure 


• Roads and paving 

30 

• Pedestrian malls 

30 

• Electricity 

20-80 

Community 


• Buildings 

30 

• Recreational facilities 

20-30 

• Security 

5 
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{Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Accounting Policies 


1.5 Property, plant and equipment (continued) 


Other 

• Buildings 30 

• Vehicles 5 

• Office Equipment 3-7 

• Furniture and fittings 7-10 

• Bins and containers 5 

• Other items of plant and equipment 2-5 

• Landfill sites 15 


The depreciable amount of an asset is allocated on a systematic basis over its useful life. 

Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item is 
depreciated separately. 

The depreciation method used reflects the pattern in which the asset's future economic benefits or service potential are 
expected to be consumed by the municipality. The depreciation method applied to an asset is reviewed at least at each 
reporting date and, if there has been a significant change in the expected pattern of consumption of the future economic 
benefits or service potential embodied in the asset, the method is changed to reflect the changed pattern. Such a change is 
accounted for as a change in an accounting estimate. 

The municipality assesses at each reporting date whether there is any indication that the municipality expectations about the 
residual value and the useful life of an asset have changed since the preceding reporting date. If any such indication exists, the 
municipality revises the expected useful life and/or residual value accordingly. The change is accounted for as a change in an 
accounting estimate. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of 
another asset. 

Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit when 
the item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment is 
determined as the difference between the net disposal proceeds, if any, and the carrying amount of the item. 

Assets which the municipality holds for rentals to others and subsequently routinely sell as part of the ordinary course of 
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. Proceeds from sales of 
these assets are recognised as revenue. All cash flows on these assets are included in cash flows from operating activities in 
the cash flow statement. 

The municipality separately discloses expenditure to repair and maintain property, plant and equipment in the notes to the 
financial statements (see note). 

The municipality discloses relevant information relating to assets under construction or development, in the notes to the 
financial statements (see note ). 

1.6 Intangible assets 

An intangible asset is an identifiable non-monetary asset without physical substance. The entity recognises an intangible asset 
in its Statement of Financial Position only when it is probable that the expected future economic benefits or service potential 
that are attributable to the asset will flow to the entity and the cost or fair value of the asset can be measured reliably. 

An asset is identifiable if it either: 

• is separable, i.e. is capable of being separated or divided from an entity and sold, transferred, licensed, rented or 
exchanged, either individually or together with a related contract, identifiable assets or liability, regardless of 
whether the entity intends to do so; or 

• arises from binding arrangements (including rights from contracts), regardless of whether those rights are 
transferable or separable from the municipality or from other rights and obligations. 

A binding arrangement describes an arrangement that confers similar rights and obligations on the parties to it as if it were in 
the form of a contract 
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(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Accounting Policies 


1.6 Intangible assets (continued) 

Where an intangible asset is acquired through a non-exchange transaction, its initial cost at the date of acquisition is measured 
at its fair value as at that date. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred. 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date. 

Reassessing the useful life of an intangible asset with a finite useful life after it was classified as indefinite is an indicator that 
the asset may be impaired. As a result the asset is tested for impairment and the remaining carrying amount is amortised over 
its useful life. 

Intangible assets consist of computer software. 

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows: 

Item Useful life 

Computer software, internally generated 5 years 

The municipality discloses relevant information relating to assets under construction or development, in the notes to the 
financial statements (see note). 

Intangible assets are derecognised; 

• on disposal, or 

• when no future economic benefits or service potential are expected from its use or disposal. 

The gain or loss is the difference between the net disposal proceeds, if any, and the carrying amount, ft is recognised in 
surplus or deficit when the asset is derecognised. 

1.7 Financial instruments 
Classification 

The municipality classifies financial assets and financial liabilities into the following categories: 

• Financial assets at amortised cost 

• Financial liabilities measured at amortised cost 

• Financial instruments at fair value. 

Initial recognition and measurement 

Financial instruments are recognised initially when the municipality becomes a party to the contractual provisions of the 
instruments. 

The municipality classifies financial instruments, or their components parts, on initial recognition as a financial asset, a 
financial liability or an equity instrument in accordance with the substance of the contractual arrangement. 

Financial instruments are measured initially at fair value plus in case of a financial instrument not subsequently measured 
at fair value, transaction costs that are directly attributable to acquisition or issue. 

Transaction costs on financial instruments at fair value are recognised in surplus or deficit 
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Accounting Policies 


1 J Financial instruments (continued) 

Subsequent measurement 

Financial instruments at fair value are subsequently measured at fair value, with gains and losses arising from changes in 
fair value being included in surplus or deficit for the period. 

Financial assets and liabilities at amortised cost are subsequently measured at amortised cost, using the effective interest 
method. 

Impairment of financial assets 

At each end of the reporting period the municipality assesses all financial assets, other than those at fair value, to 
determine whether there is objective evidence that a financial asset or group of financial assets has been impaired. 

For amounts due to the municipality, significant financial difficulties of debtor, probability that the debtor will enter 
bankruptcy and default of payments are all considered indicators of impairment. 

Impairment losses are recognised in surplus or deficit. 

Impairment losses are reversed when an increase in the financial asset's recoverable amount can be related objectively to 
an event occuring after the impairment was recognised, subject to the restriction that the carrying amount of the financial 
asset at the date the impairment is reversed shall not exceed what the carrying amount would have been had the 
impairment not been recognised. 

Reversals of impairment losses are recognised in surplus or deficit. 

Receivables from exchange transactions 

Trade receivables are measured at initial recognition at fair value, and are subsequently measured at amortised cost using 
the effective interest rate method. Appropriate allowances for estimated irrecoverable amounts are recognised in surplus or 
deficit when there is objective evidence that the asset is impaired. 

The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the deficit is 
recognised in surplus or deficit within operating expenses. When a trade receivable is uncollectible, it is written off against 
the allowance account for trade receivables. Subsequent recoveries of amounts previously written off are credited against 
operating expenses in surplus or deficit. 

Trade and other receivables are classified as financial assets at amortised cost. 

Payables from exchange transactions 

Trade payables are initially measured at fair value, and are subsequently measured at amortised cost, using the effective 
interest rate method. 

Cash and cash equivalents 

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid investments that 
are readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value. These are initially 
and subsequently recorded at amortised cost. 
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Accounting Policies 


1.8 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease 
is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership. 

When a lease includes both land and buildings elements, the entity assesses the classification of each element separately. 

Operating leases - lessor 

Operating lease revenue is recognised as revenue on a straight-line basis over the lease term. 

Initial' direct costs incurred in negotiating and arranging operating leases are added to the carrying amount of the leased 
asset and recognised as an expense over the lease term on the same basis as the lease revenue. 

The aggregate cost of incentives is recognised as a reduction of rental revenue over the lease term on a straight-line basis. 

The aggregate benefit of incentives is recognised as a reduction of rental expense over the lease term on a straight-line 
basis. 

Income for leases is disclosed under revenue in statement of financial performance. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference 
between the amounts recognised as an expense and the contractual payments are recognised as an operating lease asset 
or liability. 
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1.9 Impairment of cash-generating assets 

Cash-generating assets are assets used with the objective of generating a commercial return. Commercial return means 
that positive cash flows are expected to be significantly higher than the cost of the asset. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic 
recognition of the loss of the asset's future economic benefits or service potential through depreciation (amortisation). 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses thereon. 

A cash-generating unit is the smallest identifiable group of assets used with the objective of generating a commercial return 
that generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or 
groups of assets. 

Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income 
tax expense. 

Depreciation (Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful life. 

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm's length transaction between 
knowledgeable, willing parties, less the costs of disposal. 

Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and its value in use. 
Useful life is either: 

• the period of time over which an asset is expected to be used by the municipality; or 

• the number of production or similar units expected to be obtained from the asset by the municipality. 

Judgements made by management in applying the criteria to designate assets as cash-generating assets or non-cash- 
generating assets, are as follows: 

[Specify judgements made] 

Identification 

When the carrying amount of a cash-generating asset exceeds its recoverable amount, it is impaired. 

The municipality assesses at each reporting date whether there is any indication that a cash-generating asset may be 
impaired. If any such indication exists, the municipality estimates the recoverable amount of the asset. 

Irrespective of whether there is any indication of impairment, the municipality also test a cash-generating intangible asset 
with an indefinite useful life or a cash-generating intangible asset not yet available for use for impairment annually by 
comparing its carrying amount with its recoverable amount. This impairment test is performed at the same time every year. 
If an intangible asset was initially recognised during the current reporting period, that intangible asset was tested for 
impairment before the end of the current reporting period. 

Value In use 

Value in use of a cash-generating asset is the present value of the estimated future cash flows expected to be derived from 
the continuing use of an asset and from its disposal at the end of its useful life. 

When estimating the value in use of an asset, the municipality estimates the future cash inflows and outflows to be derived 
from continuing use of the asset and from its ultimate disposal and the municipality applies the appropriate discount rate to 
those future cash flows. 
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1.10 Employee benefits 

Employee benefits are ail forms of consideration given by an entity in exchange for service rendered by employees. 

A qualifying insurance policy is an insurance policy issued by an insurer that is not a related party (as defined in the 
Standard of GRAP on Related Party Disclosures) of the reporting entity, if the proceeds of the policy can be used only to 
pay or fund employee benefits under a defined benefit plan and are not available to the reporting entity's own creditors 
(even in liquidation) and cannot be paid to the reporting entity, unless either: 

• the proceeds represent surplus assets that are not needed for the policy to meet all the related employee benefit 
obligations; or 

• the proceeds are returned to the reporting entity to reimburse it for employee benefits already paid. 

Termination benefits are employee benefits payable as a result of either: 

• an entity's decision to terminate an employee s employment before the normal retirement date; or 

• an employee's decision to accept voluntary redundancy in exchange for those benefits. 

Other long-term employee benefits are employee benefits (other than post-employment benefits and termination benefits) 
that are not due to be settled within twelve months after the end of the period in which the employees render the related 
service. 

Vested employee benefits are employee benefits that are not conditional on future employment. 

A constructive obligation is an obligation that derives from an entity's actions where by an established pattern of past 
practice, published policies or a sufficiently specific current statement, the entity has indicated to other parties that it will 
accept certain responsibilities and as a result, the entity has created a valid expectation on the part of those other parties 
that it will discharge those responsibilities. 

Short-term employee benefits 

Short-term employee benefits are employee benefits (other than termination benefits) that are due to be settled within 
twelve months after the end of the period in which the employees render the related service. The cost of short-term 
employee benefits are recognised as expense in the period in which the service is rendered and are not discounted, 

Short-term employee benefits include items such as: 

• wages, salaries and social security contributions: 

• short-term compensated absences (such as paid annual leave and paid sick leave) where the compensation for 
the absences is due to be settled within twelve months after the end of the reporting period in which the 
employees render the related employee service; 

• bonus, incentive and performance related payments payable within twelve months after the end of the reporting 
period in which the employees render the related service; and 

• non-monetary benefits (for example, medical care, and free or subsidised goods or services such as housing, 
cars and cellphones) for current employees. 

The expected cost of compensated absences is recognised as an expense as the employees render services that increase 
their entitlement or, in the case of non-accumulating absences, when the absence occurs. The entity measure the expected 
cost of accumulating compensated absences as the additional amount that the entity expects to pay as a result of the 
unused entitlement that has accumulated at the reporting date. 

The entity recognise the expected cost of bonus, incentive and performance related payments when the entity has a 
present legal or constructive obligation to make such payments as a result of past events and a reliable estimate of the 
obligation can be made, A present obligation exists when the entity has no realistic alternative but to make the payments. 
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1.10 Employee benefits (continued) 

Post-employment benefits: Defined contribution plans 

Defined contribution plans are post-employment benefit plans under which an entity pays fixed contributions into a separate 
entity (a fund) and will have no legal or constructive obligation to pay further contributions if the fund does not hold sufficient 
assets to pay all employee benefits relating to employee service in the current and prior periods. 

When an employee has rendered service to the entity during a reporting period, the entity recognise the contribution 
payable to a defined contribution plan in exchange for that service 

• as a liability (accrued expense), after deducting any contribution already paid. If the contribution already paid 
exceeds the contribution due for service before the reporting date, an entity recognise that excess as an asset 
(prepaid expense) to the extent that the prepayment will lead to, for example, a reduction in future payments or a 
cash refund; and 

• as an expense, unless another Standard requires or permits the inclusion of the contribution in the cost of an 
asset 

Where contributions to a defined contribution plan do not fall due wholly within twelve months after the end of the reporting 
period in which the employees render the related service, they are discounted. The rate used to discount reflects the time 
value of money. The currency and term of the financial instrument selected to reflect the time value of money is consistent 
with the currency and estimated term of the obligation. 

Contributions to Natal Joint Pension Fund are as follows;- 
Provident: 98 Members 7% Council 13.65% 

Retirement: 9 Members 7% Council 53.27% 

Superannuation: 8 Members 9.25% Council 21.63% 

1.11 Provisions and contingencies 
Provisions are recognised when: 

• the municipality has a present obligation as a result of a past event, 

• it is probable that an outflow of resources embodying economic benefits or service potential will be required to 
settle the obligation; and 

• a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at 
the reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures 
expected to be required to settle the obligation. 

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money and the risks 
specific to the liability. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be received if the 
municipality settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for the 
reimbursement does not exceed the amount of the provision. 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are reversed if it 
is no longer probable that an outflow of resources embodying economic benefits or service potential will be required, to 
settle the obligation. 

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time. This 
increase is recognised as an interest expense. 

A provision is used only for expenditures for which the provision was originally recognised. 

Provisions are not recognised for future operating surplus (deficit). 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 33. 
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1.12 Commitments 

Items are classified as commitments when an entity has committed itself to future transactions that wilt normally result m the 
outflow of cash. 

Commitments are measured at the value of the contract less amount incurred. 

Commitments for which disclosure is necessary to achieve a fair presentation should be disclosed in a note to the financial 
statements. 

1.13 Revenue from exchange transactions 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result 
in an increase in net assets, other than increases relating to contributions from owners. 

An exchange transaction is one in which the municipality receives assets or services, or has liabilities extinguished, and 
directly gives approximately equal value (primarily in the form of goods, services or use of assets) to the other party in 
exchange. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing 
parties in an arm's length transaction. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume 
rebates. 

Rendering of services 

When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue associated with 
the transaction is recognised by reference to the stage of completion of the transaction at the reporting date. The outcome 
of a transaction can be estimated reliably when all the following conditions are satisfied: 

• the amount of revenue can be measured reliably; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality, 

• the stage of completion of the transaction at the reporting date can be measured reliably; and 

• the costs incurred for the transaction and the costs to complete the transaction can be measured reliably. 

When services are performed by an indeterminate number of acts over a specified time frame, revenue is recognised on a 
straight line basis over the specified time frame unless there is evidence that some other method better represents the 
stage of completion. When a specific act is much more significant than any other acts, the recognition of revenue is 
postponed until the significant act is executed. 

When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue is 
recognised only to the extent of the expenses recognised that are recoverable. 

Service Charges 

Service charges revenue relating to refuse removal is recognise on a monthly basis in arrears by applying the approved 
tariff. 

Service charges relating to electricity are based on consumption. Meters are read on regular basis and revenue is 
recognised when billed. Provisional estimates of consumption are made when meter readings can not be done. Prepaid 
electricity is recognised based on the approved tarrifs. 


Service charges revenue relating to other services is recognise on a monthly basis in arrears by applying the approved 
tariff. 
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1.13 Revenue from exchange transactions (continued) 

Interest 

Revenue arising from the use by others of entity assets yielding interest, royalties and dividends or similar distributions is 
recognised when 

• It is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality, and 

• The amount of the revenue can be measured reliably. 

Interest is recognised, in surplus or deficit, using the effective interest rate method. 

Service fees included in the price of the product are recognised as revenue over the period during which the service is 
performed. 

1.14 Revenue from non-exchange transactions 

Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange transaction, an 
municipality either receives value from another municipality without directly giving approximately equal value ip exchange, 
or gives value to another municipality without directly receiving approximately equal value in exchange. 

Restrictions on transferred assets are stipulations that limit or direct the purposes for which a transferred asset may be 
used, but do not specify that future economic benefits or service potential is required to be returned to the transferor if not 
deployed as specified. 

Stipulations on transferred assets are terms in laws or regulation, or a binding arrangement, imposed upon the use of a 
transferred asset by entities external to the reporting municipality. 

The taxable event is the event that the government, legislature or other authority has determined will be subject to taxation. 
Transfers are inflows of future economic benefits or service potential from non-exchange transactions, other than taxes. 
Recognition 

An inflow of resources from a non-exchange transaction recognised as an asset is recognised as revenue, except to the extent 
that a liability is also recognised in respect of the same inflow. 

As the municipality satisfies a present obligation recognised as a liability in respect of an inflow of resources from a non¬ 
exchange transaction recognised as an asset, it reduces the carrying amount of the liability recognised and recognises an 
amount of revenue equal to that reduction. 

Measurement 

Revenue from a non-exchange transaction is measured at the amount of the increase in net assets recognised by the 
municipality. 

When, as a result of a non-exchange transaction, the municipality recognises an asset, it also recognises revenue equivalent 
to the amount of the asset measured at its fair value as at the date of acquisition, unless it is also required to recognise a 
liability. Where a liability is required to be recognised it will be measured as the best estimate of the amount required to settle 
the obligation at the reporting date, and the amount of the increase in net assets, if any, recognised as revenue. When a 
liability is subsequently reduced, because the taxable event occurs or a condition is satisfied, the amount of the reduction in the 
liability is recognised as revenue. 
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1.14 Revenue from non-exchange transactions (continued) 

Rates, including collection charges and penalties interest 

Revenue from rates, including collection charges and penalty interest, is recognised when; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the amount of the revenue can be measured reliably; and 

• there has been compliance with the relevant legal requirements. 

Changes to property values during a reporting period are valued by a suitably qualified valuator and adjustments are made to 
rates revenue, based on a time proportion basis. Adjustments to rates revenue already recognised are processed or additional 
rates revenue is recognised. 

Government grants 

Government grants are recognised as revenue when 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the amount of the revenue can be measured reliably; and 

• to the extent that there has been compliance with any restrictions associated with the grant. 

The municipality assesses the degree of certainty attached to the flow of future economic benefits or service potential on the 
basis of the available evidence. Certain grants payable by one level of government to another are subject to the availability of 
funds. Revenue from these grants is only recognised when it is probable that the economic benefits or service potential 
associated with the transaction will flow to the entity. An announcement at the beginning of a financial year that grants may be 
available for qualifying entities in accordance with an agreed programme may not be sufficient evidence of the probability of the 
flow. Revenue is then only recognised once evidence of the probability of the flow becomes available. 

Restrictions on government grants may result in such revenue being recognised on a time proportion basis. Where there is no 
restriction on the period, such revenue is recognised on receipt or when the Act becomes effective, which-ever is earlier. 

When government remit grants on a re-imbursement basis, revenue is recognised when the qualifying expenditure has been 
incurred and to the extent that any other restrictions have been complied with. 

1-16 VAT 

The municipality accounts for Value Added Tax on the payments basis. 

1.16 Investment Income 

Investment income is recognised on a time-proportion basis using the effective interest method. 

1.17 Borrowing costs 

Borrowing costs are interest and other expenses incurred by an entity in connection with the borrowing of funds. 

Borrowing costs are recognised as an expense in the period In which they are incurred. 

1.18 Comparative figures 

Where necessary, comparative figures have been reclassified to conform to changes in presentation in the current year. 
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1.19 Unauthorised expenditure 

Unauthorised expenditure means: 

• overspending of a vote or a main division within a vote: and 

• expenditure not in accordance with the purpose of a vote or, in the case of a main division, not in accordance 
with the purpose of the main division. 

All expenditure relating to unauthorised expenditure is recognised as an expense in the statement of financial performance 
in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, 
and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.20 Fruitless and wasteful expenditure 

Fruitless expenditure means expenditure which was made in vain and would have been avoided had reasonable care been 
exercised. 

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial 
performance in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of 
the expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.21 Irregular expenditure 

Irregular expenditure as defined in section 1 of the MFMA is expenditure other than unauthorised expenditure, incurred in 
contravention of or that is not in accordance with a requirement of any applicable legislation, including - 

(a) this Act; or 

(b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any regulations made in terms of the Act; or 

(c) any provincial legislation providing for procurement procedures in that provincial government. 

National Treasury practice note no. 4 of 2008/2009 which was issued in terms of sections 76(1) to 76(4) of the MFMA 
requires the following (effective from 1 April 2008): 

Irregular expenditure that was incurred and identified during the current financial and which was condoned before year end 
and/or before finalisation of the financial statements must also be recorded appropriately in the irregular expenditure 
register. In such an instance, no further action is also required with the exception of updating the note to the financial 
statements. 

Irregular expenditure that was incurred and identified during the current financial year and for which condonement is being 
awaited at year end must be recorded in the irregular expenditure register. No further action is required with the exception 
of updating the note to the financial statements. 

Where irregular expenditure was incurred in the previous financial year and is only condoned in the following financial year, 
the register and the disclosure note to the financial statements must be updated with the amount condoned. 

Irregular expenditure that was incurred and identified during the current financial year and which was not condoned by the 
National Treasury or the relevant authority must be recorded appropriately in the irregular expenditure register. If liability for 
the irregular expenditure can be attributed to a person, a debt account must be created if such a person is liable in law. 
Immediate steps must thereafter be taken to recover the amount from the person concerned. If recovery is not possible, the 
accounting officer or accounting authority may write off the amount as debt impairment and disclose such in the relevant 
note to the financial statements. The irregular expenditure register must also be updated accordingly. If the irregular 
expenditure has not been condoned and no person is liable in law, the expenditure related thereto must remain against the 
relevant programme/expenditure item, be disclosed as such in the note to the financial statements and updated accordingly 
in the irregular expenditure register. 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the 
Municipal Systems Act (Act No.32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of 
the economic entity's supply chain management policy. Irregular expenditure excludes unauthorised expenditure. Irregular 
expenditure is accounted for as expenditure in the Statement of Financial Performance and where recovered, it is 
subsequently accounted for as revenue in the Statement of Financial Performance. 
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1.22 Budget information 

Municipality are typically subject to budgetary limits in the form of appropriations or budget authorisations (or equivalent), 
which is given effect through authorising legislation, appropriation or similar. 

General purpose financial reporting by municipality shall provide information on whether resources were obtained and used 
in accordance with the legally adopted budget. 

The approved budget is prepared on a accrual basis and presented by economic classification linked to performance 
outcome objectives. 

The approved budget covers the fiscal period from 01/07/2018 to 30/06/2019. 

The annual financial statements and the budget are on the same basis of accounting therefore a comparison with the 
budgeted amounts for the reporting period have been included in the Statement of comparison of budget and actual 
amounts. 

1 # 23 Related parties 

A related party is a person or an entity with the ability to control or jointly control the other party, or exercise significant influence 
over the other party, or vice versa, or an entity that is subject to common control, or joint control. 

Control is the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities. 

Joint control is the agreed sharing of control over an activity by a binding arrangement, and exists only when the strategic 
financial and operating decisions relating to the activity require the unanimous consent of the parties sharing control (the 
venturers). 

Related party transaction is a transfer of resources, services or obligations between the reporting entity and a related party, 
regardless of whether a price is charged. 

Significant influence is the power to participate in the financial and operating policy decisions of an entity, but is not control over 
those policies. 

Management are those persons responsible for planning, directing and controlling the activities of the municipality, including 
those charged with the governance of the municipality in accordance with legislation, in instances where they are required to 
perform such functions. 

Close members of the family of a person are considered to be those family members who may be expected to influence, or be 
influenced by, that management in their dealings with the municipality. 

The municipality is exempt from disclosure requirements in relation to related party transactions if that transaction occurs within 
normal supplier and/or client/recipient relationships on terms and conditions no more or less favourable than those which it is 
reasonable to expect the municipality to have adopted if dealing with that individual entity or person in the same circumstances 
and terms and conditions are within the normal operating parameters established by that reporting entity's legal mandate. 

Where the municipality is exempt from the disclosures in accordance with the above, the municipality discloses narrative 
information about the nature of the transactions and the related outstanding balances, to enable users of the entity's financial 
statements to understand the effect of related party transactions on its annual financial statements. 

1.24 Events after reporting date 

Events after the reporting date that have been classified as adjusting events are accounted for in the annual financial 
statements. Events after the reporting date that are classified as non-adjusting events are disclosed in the notes to the 
annual financial statements. 
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1.25 Grant expenditure 

Grant expenditure refers to expenditure incurred by the municipality to deliver services funded by grants received from 
National and Provincial Government Grant exependiture includes only operational grants which are conditional. Grant 
expenditure is only recognised as expenditure when the full conditions of the grant have been complied with. To the extent 
that the grant is not fully utilised at year end, an unspent conditional grant liability is disclosed. 

1.26 Bulk purchase 

Bulk purchase expenditure refers to bulk electricity purchased from Eskom and consumed during the year. Expenditure on 
bulk purchase is recognised as electricity is consumed and electricity not consumed at year end if any is recognised as 
inventory. At each reporting date, the municipality determines electricity distribution losses and are included in bulk 
purchases and disclosed separately. 

1.27 Contracted services 

Contracted services refer to expenditure contracted to external service providers over an agreed period of time. A contracted 
service is recognised as expenditure when the external service provider renders services to the municipality as agreed "in 
terms of accrual basis of accounting". 
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2. New standards and interpretations 


2.1 Standards and interpretations effective and adopted in the current year 


In the current year, the municipality has adopted the following standards and interpretations that are effective for the current 
financial year and that are relevant to its operations: 


Standard/ Interpretation: 


• GRAP 20 Related Parties 

• GRAP 109; Accounting by Principals and Agents 

• IGRAP 18: Interpretation of the Standard of GRAP on 
Recognition and Derecognition of Land 

• GRAP 12 (as amended 2016). Inventories 

• GRAP 17 (as amended 2016) Property, Plant and 
Equipment 

• GRAP 32 Service Consession Arrangements: Grantor 

• GRAP 108 Statutory Receivables 


Effective date: 

Years beginning on or 
after 

01 April 2019 
01 April 2019 
01 April 2019 
01 April 2018 
01 April 2019 
01 April 2019 
08 April 2019 


Expected impact: 


Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 


2.2 Standards and Interpretations Issued, but not yet effective 

The municipality has not applied the following standards and interpretations, which have been published and are mandatory 
for the municipality’s accounting periods beginning on or after 01 July 2019 or later periods. 


Standard/ Interpretation: 

• IGRAP 20: Accounting for Adjustments to Revenue 

• GRAP 20; Related parties 

• GRAP 32 Service Concession Arrangements: Grantor 

• IGRAP 17 Service Concession Arrangements where a 
Grantor Controls a Significant Residual Interest in an Asset 


Effective date: 

Years beginning on or 
after 

Of April 2019 
01 April 2020 
01 April 2020 
01 April 2020 


Expected impact: 


Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
Unlikely there will be a 
material impact 
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3. Investment property (continued) 
Repairs and maintenance 


757,340 
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Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Notes to the Annual Financial Statements 

2019 2018 

R R 


4. Property, plant and equipment (continued} 

Pledged as security 

There was no property, plant and equipment pledged as security. 
Repairs and maintenance 


Contracted Services 
Materials 

Electrical Infrastructure 
Employee Costs 


Reconciliation of Work-in-Progress 2019 


Nkethabawe! - Manzwayo gravel road 
Nhloshane Community Service Centre 
Vimbimbobo Gavel Road 
Nhtababo Community Hall 
Mabhuqwini Community Services Centre 
Nkungumathe Sports Field 
Chwezi Community Services Centre 
Mtshwili Community Services Centre 
Nhloshane/Mfongosi Community Services Centre 
Khabela Community Services Centre 
Ezibondweni Gravel Road 
Kwagugu Access Gravel Road 


5.404,824 

4,765,282 

729.194 

1,655,555 

4,369,872 

4,444,248 

1,910.156 

1,053,125 

12,414,046 

11,918,210 


6,761,754 

5,522,782 

. 

2,295,430 

- 

1,588,797 

- 

1,350,018 

1,853.093 

123,590 

3,585,357 

361,308 

2,339,783 

174,945 

- 

63,516 

2,048,696 

124,333 

2,523,051 

- 

2,515/785 

* 

823,799 

- 

22,451,318 

11,604,719 


Property, plant and equipment that Is being constructed/ developed: 

Included in property, plant and equipment are property that have been identified as taking significantly longer period of time to 
complete than expected, due to the following 

Nkethabaweli-Manzawayo 

The cumulative expenditure has amounted to R 6 761 754. The contract between the Municipality and the contractor was 
terminated. A new conlractactor has been appointed to complete the project. 

Thaleni-VImbimbobo Electrification 

The cumulative expenditure has amounted to R 1 726 359. The contract between the Municipality and the contractor was 
terminated. A new contractor has been appointed to complete the project. 

Ntshiza Electrification 

The cumulative expenditure has amounted to R 7 082 096. The contract between the Municipality and the contractor was 
terminated. A new contractor has been appointed to complete the project. There was also a delay due to Eskom strikes. 

Nhlosane Electrification 

The cumulative expenditure has amounted to R 13 098 376. The contract between the Municipality and the contractor was 
terminated. A new contractor has been appointed to complete the project 
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2019 2018 
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4. Property, plant and equipment (continued) 

Property, plant and equipment fully depreciated 

The Municipality has 529 items of Property, plant and equipment included in the Fixed Asset Register which have a net book 
value of zero. 486 of assets are still in use and 43 retired from active use by the Municipality. 

The Municipality has determined that an appropriate estimate of the assets' useful lives, residual values and depreciation 
methods was made based on the information available in the previous reporting period. The Municipality will therefore continue 
to measure these assets at a net book value of zero. 

The class of assets which are affected as well as the total cost is detailed below: 

Property, plant and equipment fully depreciated and still in use (Cost) 


Computer Equipment 480,469 

Furniture and Office Equipment 374,567 

Machinery Equipment 90,641 

Property, plant and equipment retired from active use (Cost) 

Furniture and Office Equipment 185,769 

Machinery Equipment 380,955 


A register containing the information required by section 63 of the Municipal Finance Management Act is available for 
inspection at the registered office of the municipality. 
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5. Intangible assets 



2019 


2018 

Cost / 

Accumulated Carrying value 

Cost/ 

Accumulated Carrying value 

Valuation 

amortisation 

Valuation 

amortisation 


and 


and 


accumulated 


accumulated 


Impairment 


impairment 


Computer software 2.274,387 

(1,823.140) 451,247 2,564.953 (1,907.699) 

657,254 

Reconciliation of intangible assets • 2019 

Opening 

Asset written 

Amortisation 

Total 


balance 

off 



Computer software 

657,254 

(1.980) 

(204,027) 

451,247 

Reconciliation of intangible assets - 2018 


Opening 

balance 

Amortisation 

Total 

Computer software 


1,055,050 

(397,796) 

657,254 


Pledged as security 

There were no intangible assets pledged as security. 

A register containing the information required by section 63 of the Municipal Finance Management Act is available for 
inspection at the registered office of the municipality. 

Intangible asset fully depreciated 

The Municipality has 6 Intangible assetst included in the Fixed Asset Register which have a net book value of zero. 5 of assets 
are still in use and 1 retired from active use by the Municipality. 

The Municipality has determined that an appropriate estimate of the assets' useful lives, residual values and depreciation 
methods was made based on the information available in the previous reporting period. The Municipality will therefore continue 
to measure these assets at a net book value of zero. 

The class of assets which are affected as well as the total cost is detailed below: 


Intangible asset fully depreciated and still in use (Cost 

Computer Software 435,987 


Intangible asset retired from active use (Cost) 
Computer Software 


83,917 
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2019 

R 

2018 

R 

6. Receivables from exchange transactions 



Gross Balances 

Electricity 

5,008,940 

4,629,022 

Sundry 

3,121,009 

2,816,865 

Refuse 

5,763,519 

5,560,149 

Other 

1,441,878 

1,441,878 


15,335,346 

14,447,914 

Less: Allowances for credit impairment 

Electricity 

<312,080) 

(1,129,267) 

Sundry 

(354,566) 

(445,870) 

Refuse 

(4,916,766) 

(4,961,343) 

Other 

(1,050,425) 

(728,346) 


(6,633,837) 

(7,264,826) 

Net Balance 

Electricity 

4,696,860 

3,499,755 

Sundry 

2,766,443 

2,370,995 

Refuse 

846,753 

596,806 

Other 

391,453 

713,532 


8,701,509 

7,183,088 

Reconciliation of allowance for credit impairment 

Balance at beginning of the year 

(7,264,826) 

(7,788,275) 

Reversal of credit impairment 

630,989 

523,449 


(6,633,837) 

(7,264,826) 

7. Receivables from non-exchange transactions 

Rates - Gross Balance 

17,171,256 

13,081,398 

Add back: Credit balance in debtors 

112,605 

158,636 

Traffic fines 

89,350 

- 


17,373,211 

13,240,034 

Less: allowance for credit Impairment 

Consumer debtors - Rates 

(11,899,561) 

(10,271,448) 

Net Balances 

Rates 

5,384,300 

2,968,586 

Add back: Credit balance in debtors 

89,350 

- 


5,473,650 

2,968,586 

Reconciliation of allowances for credit impairment 

Balance at Beginning of the year 

(10,271,449) 

(7,082,087) 

Contribution to allowance 

(1,628,113) 

(3,189,362) 


(11,899,562) 

(10,271,449) 
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2019 

R 

2018 

R 

8. Consumer Debtors by Classification 



Consumers 

Current (0-30 days) 

335,586 

290,362 

31-60 Days 

145,333 

130,190 

61-90 Days 

141,530 

126,145 

91-180+days 

9,001,609 

7,712.324 


9,624,058 

8,259,021 

Business 

Current (0-30 days) 

1,347,958 

1,040,841 

31-60 days 

266,108 

192,839 

61-90 days 

106,886 

111,391 

91-180+days 

3,382,780 

3,255,168 


5 S 103,732 

4,600,239 

State Owned 

Current (0-30 days) 

837,139 

2,568,511 

31-60 days 

250,031 

103,460 

61-90 days 

146,425 

(159.173) 

91-180+days 

8,878,630 

6,217,575 


10,112,225 

8,730,373 

Other 

Current (0-30 days) 

343,462 

116,808 

31-60 days 

127,770 

72,166 

61-90 days 

115,593 

59,196 

91-180-i-days 

7,079,763 

5,691,508 


7,666,588 

5,939*678 

Total 

Current (0-30 days) 

2,864,145 

4,016,523 

31-60 days 

789,242 

498,655 

61-90 days 

510,434 

137.559 

91-180+days 

28,342,782 

22,876,575 

Add back: Credit balances in debtors 

112,605 

158,636 

Less: Impairments 

(18,533,399) 

(17,536,275) 

Traffic fines 

89,350 

- 


14,175,159 10,151,673 


Consumer debtors past due but not impaired 

Other Consumer debtors debtors which are 3 months past due are not considered to be impaired. At 30 June 2019 - (2018: R 
1,580, 444) 


1 month past due 

911,517 

729,472 

2 month past due 

815,416 

577,502 

3 month past due 

546,106 

273,470 


2*273,039 

1,580,444 
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2019 

R 

2018 

R 

9. VAT receivable 

VAT 

1,846,453 

1,391,158 

Nkandla Municipality accounts for VAT on cash basts. 

10. Cash and cash equivalents 

Cash and cash equivalents consist of: 

Cash on hand 

5,461 

2,083 

Bank and cash 

5,262 t 450 

1,510,688 


5,267,911 

1,512,771 


The municipality had the following bank accounts 


Account number / description 

Bank statement balances 


Cash book balances 



30 June 2019 

30 June 2018 30 June 2017 

30 June 2019 

30 June 2018 30 June 2017 

FNB Primary Bank Account 
62720610717 

76,814 

817,711 

- 

136,814 

817,711 

- 

ABSA - Account 4053858355 

108.443 

184,957 

652,992 

108,443 

184,957 

652,992 

FNB - Cheque Account 
62720611286 

- 

324,570 

- 

- 

324,570 

- 

ABSA - Call Account 
9104679851 

- 

- 

1,627 

" 

- 

1,627 

ABSA MIG Call Account 
9108997407 

1,997 

529 

11,432 

1,997 

2,294 

11,432 

ABSA MIG Conditional Call 
Account - 9287118398 

- 

- 

1,228 

- 

- 

1.128 

ABSA Conditional Account 
9132397071 

- 

- 

46,587 

- 

- 

46,587 

ABSA DOE Call Account 
9287118576 

82,911 

78,394 

74,014 

82,911 

78,394 

74,014 

ABSA EPWP Call Account 
9287118801 

6,359 

96,185 

1,073 

6,359 

96,185 

1,073 

ABSA MSIG Call Account 
9287117928 

4,768,999 

1,081 

8,154 

4,768,999 

1,080 

8,154 

ABSA FMG Call Account 
9287118110 

101,741 

5,497 

3,229 

101,741 

5,497 

3,229 

ABSA Investment account 
9287138394 

- 

- 

1,228 

- 

- 

1,228 

Nedbank LTD Call Account 
1766000029 

55,184 

- 

- 

55,184 

- 

- 

Petty Cash 

- 

- 

- 

5,463 

2,083 

5,371 

Total 

5,202,448 

1,508,924 

801,564 

5,267,911 

1,512,771 

806,835 
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11. Unspent conditional grants and receipts 

Unspent conditional grants and receipts comprises of: 

Unspent conditional grants and receipts 
Cyber Cadet Grant 
Municipal Infrastructure Grant 
Qedisimo Grant 
Library Grant 


222,530 

3,494,084 

1,447.676 1,447,676 

71,940 

4,941,760 1,742,146 


Unfulfilled conditions and other contingencies attaching to government assistance that has been recognised. 
See note 20 for reconciliation of grants from National/Provincial Government 
These amounts are invested in a ring-fenced investment until utilised, 
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12. Provisions 

Reconciliation of provisions - 2019 



Opening 

Additions 

Actuarial 

Interest 

Service Cost 

Total 


Balance 


Gain/(los$) 

Cost/Finance 






recognised 

Charges 



Environmental rehabilitation 

5,506,322 

330,637 

- 

- 

- 

5,836,959 

Long service award - short 
term 

51,207 

(33,637) 

- 

- 

- 

17,570 

Long service award - long 
term 

1,765,793 

(22,363) 

(430,000) 

171,000 

299,000 

1,783,430 


7,323,322 

274,637 

(430,000) 

171,000 

299,000 

7,637,959 

Reconciliation of provisions 

-2018 







Opening 

Additions 

Actuarial 

Interest 

Service Cost 

Total 


Balance 


GainZ(loss) 

Cost/Finance 






recognised 

Charges 



Environmental rehabilitation 

5,264,170 

- 

- 

242,152 

- 

5,506,322 

Long service award - short 
term 

63,897 

(12,690) 

- 

- 

- 

51,207 

Long service award - long 
term 

1,389,103 

(43,310) 

42.000 

135,000 

243,000 

1,765,793 


6,717,170 

(56,000) 

42,000 

377,152 

243,000 

7,323,322 


Non-current liabilities 7,620,389 7,272,115 

Current liabilities 17,570 51,207 

7,637,959 7,323,322 


Environmental rehabilitation provision 

The provision for rehabilitation of landfill site relates to the legal obligation to rehabilitate landfill sites used for waste 
disposal. It is calculated as the present value of the future obligation, discounted at 6.55% over an average period of 5 
years. 

Long service award provision 

In line with the guidelines of the Bargaining Council, the municipality remunerates its employees for the long service 
rendered to the municipality. The estimates of the present obligation are determined through the use of Actuarial expertise. 
Such estimates are reviewed annualy at the end of each financial year.The finance cost and acturial gains/losses are 
recognised directly in the statement of financial performance. 

The municipality offers bonuses for every 5 years of completed service from 10 to 45 years. Long service accumulated 
leave must be taken within one year of receiving such leave or wholly or partially cashed. In most cases employees 
exercise the option to wholly convert their accumulative leave bonus days into cash. 


Key assumptions (%) 

Discount rate 9.26% 

CPI 5.38% 

Salary increase rate 6,38% 

Net Discount Rate 2.71% 

Mortality SAB5-90 

Normal Retirement age 63 
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2019 

R 

2018 

R 

13. Payables from exchange transactions 

Trade payables 

16,468,868 

10,128,077 

Payments received in advanced 

302,878 

348,909 

Other payables 

482,754 

124,493 

Accrued leave pay 

3,865,471 

3,644,280 

Accrued bonus 

1,166,829 

1.054,876 

Retentions 

4,254,766 

2.905.911 


26,541,566 

18,206,546 

14. Service charges 

Sale of electricity 

12,965,339 

9,685.875 

Refuse removal 

810,084 

763,326 

15. Rental of facilities and equipment 

13,775,423 

10,449,201 

Premises 

Premises 

1.053,740 

733,962 

Facilities and equipment 

Rental of facilities 

157.464 

239,649 


1 T 211,204 

973,611 

16. Interest on consumer debtors 

Interest from exchange and non-exchange transactions 

1.324,803 

1,303,432 

17. Other income 

Burial fees 

8,422 

8,251 

Connection fees 

194,462 

465.691 

Housing plan 

12,449 

- 

Library fees 

40,904 

28.180 

Temparing fees 

17.900 

3 t 984 

Taxi and bus licences 

7.981 

3,648 

Tender monies 

193,140 

238,141 

Plan submission 

- 

20,307 

Recoveries from employees 

- 

7,225 

Rates clearance certificates 

1,082 

825 

Electricity meter upgrade 

10,483 

12,077 

Sale of land 

- 

78,730 

Advertising billboards 

3.765 

4,835 

Newly identified asset 

- 

81,912 

Learners Licences 

92 r 195 

- 

PrDP and Learners Licences renewals 

112,999 

- 

Other income 26 

221,018 

- 


916,800 

953,806 
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18. Investment revenue 


Interest revenue 


Interest from current account 

1,153,260 

654,908 

Interest on investment 

275,211 

179,800 

19. Property rates 

1,428,471 

834,708 

Rates 

Property rates 

30,405,900 

23,211,744 

Less: Income forgone 

(5,613,577) 

(2,434,939) 


24,792,323 

20,776,805 

Valuations 

Agriculture 

56,000 

56,000 

Business 

118,355,000 

111,655,000 

Place of worship 

3,120,000 

1,870,000 

Residential 

77,483,000 

78,953,000 

State trust land 

117,990,000 

115,590,000 

State owned properties 

653,626,000 

515,421,000 

Vacant land 

11,957,000 

11,839,500 

Protected area 

11,000,000 

11,000,000 

Specialised non-market properties 

21,200,000 

22,130,000 

Public service infrastructure 

105,000 

95,000 

Public benefit organisations 

15,385,000 

11,235,000 


1,030,277,000 

879,844,500 


Valuations on land and buildings are performed every four years. The last general valuation came into effect on 1 July 
2013. Interim valuations are processed on an annual basis to take into account changes in individual property values due to 
alterations and subdivisions.The new general valuation was suppose to be effected on 01 July 2017 but the municipality 
was granted an extension by the MEC and the next general valuation will be effected on 01 july 2019. 

A fixed rate is applied: 

Agriculture:0.0031cin the Rand 

Business: 0.0365 in the Rand 

Place of worship: 0.0000 in the Rand 

Residential: 0.0118 in the Rand 

State trust land: 0.0031 in the Rand 

State owned properties: 0.0369 in the Rand 

Vacant Land: 0.0188 in the Rand 

Public Benefit Orginisation: 0.0031 in the Rand 

Multiple Use Property: 0.0365 in the Rand 

Protected area: Nil 

Specialised non-market properties: Nil 
Public service infrastructure: Nil 


The following rebate rates are applied 

100% of market value residential properties less than R80 000 

100% of market value of worshippingproperties 
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20, Government grants and subsidies 



Operating grants 

Equitable share 

86,797,000 

82,435,000 

Expanded Public Works Programme Grant 

2,712,000 

3,210,000 

Financial Management Grant 

1,970,000 

1,900,000 

Cybercadet Grant 

419,530 

395,318 

Library Grant 

909,940 

1,154,144 

Chwezi contribution 

556,000 

- 

LGSETA 

38,000 

85,839 


93,402,470 

89,180,301 

Capital grants 

Municipal Infrastructure Grant 

31.450,916 

23.170,000 


124,853,386 

112,350,301 

Equitable Share 

In terms of the Constitution, this grant is used to subsidise the provision of bask: services to indigent community members. 

In terms of the Division of Revenue Act an amount of R86 797 000 was gazetted to be received. An amount of R86 797 000 
was received. 

Cyber Cadet Grant 

Balance unspent at beginning of year 

222.530 

34,847 

Current-year receipts 

197.000 

583,000 

Conditions met - transferred to revenue 

(419,530) 

(395,317) 

Conditions still to be met - remain liabilities (see note 11). 


222,530 

Finance Management Grant 

Current-year receipts 

1.970,000 

1,900,000 

Conditions met - transferred to revenue 

Conditions still to be met - remain liabilities (see note 11). 

(1,970,000) 

(1,900,000) 

1*1 

Municipal Infrastructure Grant 

Current-year receipts 

34.945,000 

23,170,000 

Conditions met - transferred to revenue 

(31.450,916) 

(23,170,000) 

Conditions still to be met - remain liabilities (see note 11). 

3,494,084 


EPWP Grant 

Current-year receipts 

2,712.000 

3,210,000 

Conditions met - transferred to revenue 

(2,712,000) 

(3.210,000) 
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20. Government grants and subsidies (continued) 
Qedisimo Projects 


Balance unspent at beginning of year 

Conditions still to be met - remain liabilities (see note 11). 

1,447,676 

1,447,676 

Library Grant 

Balance unspent at beginning of year 

71,940 

508,083 

Current-year receipts 

838,000 

718,000 

Conditions met - transferred to revenue 

(909,940) 

(1,154,143) 

Conditions still to be met - remain liabilities (see note 11). 


71,940 

21. Other income 

Penalties and fines 

163,776 

13,086 

Donation received 

14,500 

108,413 


178,276 

121,499 
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22. Employee related costs 


Basic 

30.755,637 

27,650,091 

Bonus 

2,224,502 

2,172,127 

Medical aid - company contributions 

1,855,067 

1,623,772 

UIF 

280,788 

229,965 

SDL 

467,472 

440736 

Leave pay provision charge 

826,736 

1,053,739 

Standby allowance 

344,420 

270,450 

Pension contributions 

3,846,363 

3.448,479 

Travel, motor car, accommodation, subsistence and other allowances 

6,059,377 

5.529,524 

Overtime payments 

533,283 

530,632 

Long-service awards 

35,971 

391.504 

Acting allowances 

113,146 

427,522 

Housing benefits and allowances 

60,708 

80,821 

Industrial council 

12,646 

23,219 

Cellphone allowance 

43,554 

27,600 

Group life insurance 

334,831 

307,691 


47,794,501 

44,207,872 

Remuneration of Municipal Manager 

Annual Remuneration 

678.104 

642,710 

Car Allowance 

290,616 

260,220 

Other 

21,131 

34,137 


989,850 

937,068 

Remuneration of Chief Financial Officer 

Annual Remuneration 

564,305 

619,262 

Car Allowance 

241,845 

250,717 

Other 

55,314 

34,386 


864,463 

924,365 

Remuneration of Director of Community Services 

Annual Remuneration 

45.585 

- 

Car Allowance 

19,537 

- 


65,122 

- 

Remuneration of Director of Technical Services 

Annual Remuneration 

562,387 

600,071 

Car Allowance 

189,845 

232,385 

Performance Bonuses 

- 

78,332 

Housing allowance 

- 

24,788 

Other 

19,545 

16,552 


771,777 

952,118 
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22. Employee related costs (continued) 



Remuneration of Director of Corporate Services 

Annual Remuneration 

564,305 

601,739 

Car Allowance 

236,295 

207,938 

Performance Bonuses 

- 

33,300 

Other 

25,091 

32,599 


825,690 

875,576 

23. Remuneration of councillors 

Mayor 

872,149 

840,208 

Deputy Mayor 

413,821 

399,507 

MPAC Chairperson 

380,571 

367,538 

Speaker 

413,821 

399,507 

Councillors 

6,170,717 

5,837,421 

Executive Committee 

1.170,731 

1,129,262 


9,421,810 

8,973,443 


In-klnd benefits 

The Mayor is full-time. The Mayor, Deputy Mayor, Speaker and Mayoral Committee Members are each provided with an 
office and secretarial support at the cost of the Council. 

The Mayor is entitled to stay at the mayoral residence owned by Council at no cost. 

The Mayor and the Deputy Mayor each have the use of separate Council owned vehicles for official duties. 

The Mayor has three bodyguards. The Deputy Mayor and speaker have two bodyguards. 

24. Depreciation and amortisation 


Property, plant and equipment 

17.030,474 

13,722,855 

Investment property 

231,489 

231,489 

Intangible assets 

204,028 

397,797 


17,465,991 

14,352,141 

25. Debt impairment 

Debt impairment 

1,059,409 

2,997,438 

Bad debts written off 

500,707 

60,646 


1,560,116 

3,058,084 

26. Bulk purchases 

Electricity - Eskom 

11,087,107 

11,075,818 
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27. Contracted services 


Presented previously 


Information Technology Services 

2,212,505 

1,202,661 

Specialist Services 

1,203,655 

1,278,959 

Other Contractors 

8,022,470 

5,958,763 

Outsourced Services 

Administrative and Support Staff 

25.757 

- 

11,464,387 

8,440 383 

28. General expenses 

Advertising 

5,451,078 

4,705,921 

Auditors remuneration (refer to note 28) 

1,510,114 

1,953,171 

Bank charges 

158.506 

88,800 

Bursaries 

764,562 

787,058 

Cleaning 

406,363 

89,908 

Community development 

11,224,047 

5.752,168 

Commission 

4,894 

7.350 

Community safety 

* 

24.520 

Consulting and professional fees 

9,605,128 

8,311,661 

Contracted services - repairs and maintenance 

466,904 

2,116,567 

Fines and penalties 

67.891 

34,427 

Free basic electricity 

939,073 

161,920 

Fuel and oil 

1.306,479 

1.455,061 

Indigent burial 

284,841 

421,099 

Insurance 

406,572 

337,531 

Local economic development 

1,145,789 

1,289,438 

Material - repairs and maintenance 

4,587,193 

1,690,746 

Interest expenditure 

111,663 

- 

Plant hire - road maintenance 

3,708,438 

2,625,215 

Packaging 

330.637 

242,152 

Printing and stationery 

613,338 

422,820 

Protective clothing 

331,218 

- 

Provinciaiisation 

271,103 

218,379 

Repairs and maintenance - Electricity infrastructure 

4,224,153 

4,444,248 

Sewerage and waste disposal 

473,439 

428,236 

Social services 

- 

30,605 

Software expenses 

101,958 

86,681 

Spatial planning 

- 

124,376 

Sport & recreation 

1,625,047 

1,495,705 

Staff welfare 

136,495 

112,177 

Strategic planning 

99,543 

199,998 

Subscriptions and membership fees 

538,083 

505,857 

Telephone and fax 

803,199 

1,042,800 

Traffic unit 

16,271 

109,669 

Training 

459,278 

463,174 

Travelling and accommodation 

636,905 

922,611 

Uniforms 

466,291 

304,430 

Water 

1.297,332 

399,534 

Library and information services 

- 

229,861 

Youth development 

436,668 

498,225 

Ward committee stipends 

1,462,109 

964,800 


56,492,602 

45,098,8^9 
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29. Auditors* remuneration 


Fees 

1,510,114 

1,953,171 

30. Operating lease 

Lease rentals on operating lease 

4,195,033 

3,921,995 

Operating leases are in respect of teasing of printing machines from Capital Office. Refer to note 33 on additional lease 
commitment information. 

31. Cash generated from operations 

Surplus 

Adjustments for: 

9,290,733 

8,404,861 

Depreciation and amortisation 

17,465,991 

14,352,141 

Surplus or (loss) on disposal of assets 

(354,650) 

(67,998) 

Debt impairment 

1,560,116 

3,058,084 

Movements in provisions 

314,637 

606,152 

Assets Written Off 

63,056 

297,866 

Newly Identified assets 

- 

(81,912) 

Release of Prepayment on land disposal 

Changes in working capital: 

- 

1,325,000 

Consumer debtors 

(3,078,537) 

(5,031,256) 

Other receivables from non-exchange transactions 

(2,505,064) 

1,019,324 

Overpayments 

- 

299,139 

Payables from exchange transactions 

8,335,021 

(4,823,183) 

VAT 

(455,295) 

1,635,162 

Unspent conditional grants and receipts 

3,199,614 

(248,460) 


33,835,622 

20,744,920 
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32. Commitments 



Authorised capital expenditure 



Already contracted for but not provided for 

• Electrification 

* Infrastructure assets 

11,681.973 

30,879,749 

6.052,788 


11,681,973 

36,932,537 

Not yet contracted for and authorised by accounting officer 

* Infrastructure assets 

• Electrification 

22,834.000 

17,000,000 

30,833,333 


39,834,000 

30,833,333 

Total capital commitments 

Already contracted for but not provided for 

Not yet contracted for and authorised by accounting officer 

11.681,973 

39,834,000 

36,932,537 

30,833,333 


51,515,973 

67,765,870 

Total commitments 



Total commitments 

Authonsed capital expenditure 

51.515,973 

67.765,870 


This committed expenditure relates to assets and will be financed by available grant Funding, retained surpluses, existing 
cash resources, funds internally generated, etc. 

Operating leases - as lessee (expense) 

Minimum lease payments due 

-within one year 1.584,349 1.813,989 

- in second to fifth year inclusive _ 94,723 1,681,532 

1,679,072 3,495,521 


Operating lease payments represent rentals payable by the municipality for vehicles and computer equipment Leases are 
negotiated for an average term of three years and rentals of vehicles and computer equipment with contingent rentals 
payable. 

33* Contingencies 

The following cases against the municipality are still pending and management consider them as contigent liability: 

Ulungeni Consulting Engineers v Nkandla Municipality. The municipality is the defendant in this Civil matter. The 
municipality is sued for R281 954,76. We have been offered the option to settle 70% of the claim. The matter is still 
pending. 


Sibgem Management Consulting Engineers (Pty) Ltd v Nkandla Municipality. Municipality is the defendant on the civil 
matter. The matter is expected to be settled with an estimated amount of R 4 628 943.42. The matter is pending to proceed 
to court in due course. 
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34. Related parties 
Relationships 

Management remuneration Refer to employee related costs note 22 

Council remuneration Refer to remuneration of councilors note 23 

35. Prior period errors 

1. During the 2018/2019 financial period the municipality's management has engaged various stakeholders regarding 
properties owned by the National Government and Regional and Land Affairs which were previously recognised in the 
Municipality's assets register Through this engagement it became apparent that the municipality should not have 
recognised these properties as there were supporting information to substantiate such accounting treatment. This incorrect 
accounting treatment resulted to prior period error and has been adjusted retrospectively. 

2. Through detailed review of the municipal assets it was discovered that the electrification projects which belong to Eskom 
were previously recognised in the Municipality's assets register. This was confirmed through a detailed review of the 
agreement between Eskom and the municipality and that Eskom reserves the right to distribute electricity in those areas. 
Therefore it is apparent that the Electrical Infrastructure assets were overstated, Retentions and accumulated surplus was 
overstated in the prior years. This incorrect accounting treatment resulted to prior period error and has been adjusted 
retrospectively 

3. Through detailed review of the municipal assets it was discovered that 2 generators were duplicated on the fixed asset 
register. Such error resulted in an overstatement of property, plant and equipment and depreciation and has been adjusted 
retrospectively. 

4. Through detailed review of the suppliers module and preparation of the suppliers reconciliation; the municipal. 

noted numerous errors on the individual suppliers account balance as reported on the 30 June 2018. Such errors resulted 
from duplicated suppliers invoices on the suppliers module and in some other instance 2018 invoices were not raised in 
that reporting period resulting to understatement of trade payables. The noted discrepancies resulted to prior period error 
and has been adjusted retrospectively. 


Statement of financial position 


Decrease in Property, plant and equipment 

Decrease in Payables from Exchange Transaction 

Decrease in Opening Accumulated Surplus 

Decrease in VAT receivable 



(55,808,776) 

3,593,482 

52,288,570 

(73,276) 

Decrease in VAT receivable 

Decrease in Property Plant and Equipment 

Decrease in Payables from exchange transactions 

Decrease in Accumulated Surplus 

Previously 

reported 

1,464,433 

358,508,817 

(21,800,028) 

(346,398,980) 

Adjustment 

(73,276) 

(55,808,776) 

3,593,482 

52,288,570 

Restated 

Balance 

1,391,157 

302,700,041 

(18,206,546) 

(294,110,410) 


(8,225,758) 

- 

(8,225,758) 

Statement of Financial Performance 

Increase in Depreciation and amortisation 

Increase in General Expenses 

Decrease in Surplus for the year 


- 

85,004 

44,559 

(129,563) 

Increase in Depreciation and amortisation 

Increase in General Expenses 

Decrease in Surplus for the year 

Previously 

reported 

14,267,137 

45,835,570 

8,534,424 

Adjustment 

85,004 

44,559 

(129,563) 

Restated 

Balance 

14,352,141 

45,880,129 

8,404,861 


68,637,131 

- 

68,637,131 
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36. Comparative figures 
Certain comparative figures have been reclassified. 
The effects of the reclassification are as follows: 
Statement of financial position - extract 



Comparative 

Reclassificatio 

After 


figures 

n 

reclassification 

Other assets (refer to note 4 and note 34) 

previously 

reported 

18,260,605 

8.893,018 

27,153,623 

Road infrastructure (refer to note 4 and note 34) 

103,403.104 

(3,470,569) 

99,932,535 

Electrical infrastructure (refer to note 4 and note 34) 

12,494,294 

3.470.569 

15,964,863 

Community assets (refer to note 4 and note 34) 

64,563.183 

(8.893.018) 

55.670.165 

Total 

198,721,186 

- 

198,721,186 

Statement of financial performance - extract 


Comparative 

Reclassificatio 

After 


figures 

n 

reclassification 

Employee cost - Basic salary 

previously 

reported 

43.426.643 

781,229 

44,207,872 

General expenses 

45,835,570 

(781,229) 

45,054.341 

Total 

89,262,213 

- 

89,262,213 
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37. Risk management 
Financial lisk management 
Liquidity risk 

The municipality’s risk to liquidity is a result of the funds available to cover future commitments. The municipality manages 
liquidity risk through an ongoing review of future commitments and credit facilities. 

Cash flow forecasts are prepared and adequate utilised borrowing facilities are monitored. 

The table below analyses the municipality's financial liabilities balances due within 12 months equal their carrying balances 
as the impact of discounting is not significant 

Current liabilities 

Trade and other payables from exchange transactions 
Unspent conditional grants 
Provision for long term service award 

31,500,896 19,999,899 


26.541,566 18,206,546 

4.941,760 1,742,146 

17,570 51,207 


Credit risk 

Credit risk consists mainly of cash deposits, cash equivalents, derivative financial instruments and trade debtors. The 
municipality only deposits cash with major banks with high quality credit standing and limits exposure to any one counter¬ 
party. 

Consumer debtors comprise of a large number of ratepayers dispersed accross different sectors and geographical areas. 
Management evaluated credit risk relating to customers on an ongoing basis. Credit exposure is managed by application of 
the municipality's policies regarding credit control and debt collection. The municipality has made a provision for doubtful 
debts in accordance to its policies. The carrying amount of financial assets is the maximum exposure to credit risk in 
relation to these assets. 

Financial assets exposed to credit risk at year end were as follows: 

Financial instrument 

Trade and other receivables from exchange transactions 
Trade and other receivables from non-exchange transactions 
Cash and cash equivalents/bank balances 

38. Going concern 

We draw attention to the fact that at 30 June 2019, the municipality had an accumulated surplus (deficit) of R 303,401,141 
and that the municipality's total assets exceed its liabilities by R 303,401,141. 

The annual financial statements have been prepared on the basis of accounting policies applicable to a going concern. This 
basis presumes that funds will be available to finance future operations and that the realisation of assets and settlement of 
liabilities, contingent obligations and commitments will occur in the ordinary course of business. 

The ability of the municipality to continue as a going concern is dependent on a number of factors. The most significant of 
these is that the accounting officer continue to procure funding for the ongoing operations for the municipality. 

39. Events after the reporting date 
There were no events after the reporting date. 


2019 2018 

8,701,509 7,183,088 

5,473,650 2,968,586 

5,267,911 1,512,771 


52 





Nkandla Municipality 

(Registration number KZN 286) 

Annual Financial Statements for the year ended 30 June 2019 

Notes to the Annual Financial Statements 


Figures in Rand 


40. Unauthorised expenditure 


Opening balance as previously reported 

36,702,990 

25,311,542 

Opening balance 

Current year movement-Actual expenditure exceeds budget 

Uncashed Conditional Grants 

Less: Amount written off - prior period 

36,702,990 

11,103,547 

(36,702,990) 

25,311,542 

11,162,073 

229,375 

Closing balance 

11,103,547 

36,702,990 

41. Fruitless and wasteful expenditure 



Opening balance as previously reported 

2,217,659 

2,023,650 

Opening balance 

Fruitless and wasteful expenditure current year not condoned 

Interest charged on eskom account - current year (not condoned) 

Overpayments to suppliers 

Less: Amount written off - prior period 

2,217,659 

78,355 

45,847 

(2,217,659) 

2,023,650 

70,293 

77.240 

46,476 

Closing balance 

124,202 

2,217,659 

42. Irregular expenditure 



Opening balance 

Add Irregular Expenditure - current year 

86,863,596 

4,872.733 

76,128,076 

10,735,520 

Less Amount written off - prior period 

(76.003,248) 

- 

Closing balance 

15,733,081 

86,863,596 


Irregular expenditure relates to procurement of goods and services without following proper supply chain management 
processes. Irregular expenditure has been submitted to council and the council referred it to the MPAC for Investigation. 

43. Additional disclosure in terms of Municipal Finance Management Act 

Contributions to organised local government 


Opening balance 

1,000.657 

500,000 

Current year subscription / fee 

500,000 

500,000 

Other invoices 

13,062 

6 t 657 

Amount paid - previous years 

(1,000,000) 

- 


513,719 

1,006,657 

Audit fees 

Opening balance 

42,084 

42,440 

Current year subscription / fee 

1,734,043 

2,154,796 

Amount paid - current year 

(1,776,127) 

(2,155,152) 


- 

42,084 

PAYE and UIF 

Opening balance 

- 

1,130,614 

Current year subscription / fee 

7,331,114 

7,683,645 

Amount paid - current year 

(7,331,114) 

(8,814,259) 


- 

- 
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43. Additional disclosure in terms of Municipal Finance Management Act (continued) 
Pension and Medical Aid Deductions 


Opening balance 

(1,459) 

466,180 

Current year subscription / fee 

6,666,184 

9,103,909 

Amount paid - current year 

(6,662,982) 

(9,571,548) 


1,743 

(1,459) 

VAT 

VAT receivable 

1,846,453 

1,391,158 


Nkandla Municipality accounts for VAT on cash basis. 

All VAT returns have been submitted by the due date throughout the year 

44. Deviation from supply chain management regulations 

Paragraph 12(1)(d)(i) of Government gazette No. 27636 issued on 30 May 2005 states that a supply chain management 
policy must provide for the procurement of goods and services by way of a competitive bidding process. 

Paragraph 36 of the same gazette states that the accounting officer may dispense with the official procurement process in 
certain circumstances, provided that he records the reasons for any deviations and reports them to the next meeting of the 
and includes a note to the annual financial statements. 

Various items were procured during the financial year under review and the process followed in procuring those goods 
deviated from the provisions of paragraph 12(1)(d)(i) as stated above. The reasons for these deviations were documented 
and reported to the who considered them and subsequently approved the deviation from the normal supply chain 
management regulations.The deviations for 2019 - amounted to R 3 152 189.47 (2018 - R 1 819 064). 

45. Surplus \ (Loss) on disposal of asset 

Surplus / (Loss) on disposal of asset 355,242 (1.490,621) 


46. Electricity Distribution Losses 

Electricity distribution loss in rand value 2,966,867 3,987,962 


The electricity losses in units for 2019 - 3 124 587 kWh (2018 - 1,788,283 kWh). This constituted a 26.80% (2018 -16.3%) 
loss which is above the norm of 7%-10% 

47. Change in estimate 

Property, plant and equipment 

During the review of property, plant and equipment and intangible assets, the remaining useful lives were reassessed. The 
effect of this change in accounting estimate in the current and future periods on depreciation is as follows 

2016 Depreciation Revised Change in Impact on 

previously depreciation accounting future periods 

reported estimate 

Furniture and Office Equipment 364,530 (319,969) (44,561) 44,561 
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